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The Economics of Highways 


Highways in bad condition or regularly congested can 
double the cost of transportation upon them. Increased 
gasoline consumption, additional maintenance and depre- 
ciation charges, waste of travel time, higher accident costs— 
these are all penalties of poor or inadequate roadways. These 
additional costs come to an amount many times greater 
than would be necessary to rebuild the highway network to 
a reasonable and adequate standard. 


These are some of the conclusions of one of the experts 
taking part in a recent Conference Board round table on 
the need for more and better highways and the means of 
obtaining them. 


Another of these experts points out that some 42 million 
people ride to and from work in automobiles or use them in 
connection with their jobs or for shopping. Furthermore, 
virtually every product, whether from the farm or the 
factory, at some time in its progress to market utilizes high- 
way transportation. 


These and other aspects of the urgent highway problems 
of the day—and the various difficulties which lie in the 
path of their solution—were discussed at length in the 
course of the meeting at Pittsburgh by such authorities as 
Nicholas Kelley, Jr., Secretary of Chrysler Corporation, 
chairman of this round table; B. A. Lefeve, Director of the 
Bureau of Highway Planning of the State of New York; 
Pyke Johnson, Consultant, the Automotive Safety Founda- 
tion; and Richard M. Zettel of the Institute of Transporta- 
tion and Traffic Engineering of the University of California 
in Berkeley. 

So great has been the evident interest in these papers that 
they are being printed in summary form beginning on 
page 61 of this issue. Reprints of this 24-page section are 
being made available to Associates upon request. 


Significance of New F. R. Index 


The Federal Reserve has recently overhauled its index 
of industrial production and now places the all-time high 
for output in mid-1953. The revised index focuses atten- 
tion on some provocative questions: to what extent did 
individual industries participate in this impressive expansion? 
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What is the impact of inventory adjustment upon manufac- 
turing industries? What has happened to industrial pro- 
ductivity since the war? 

For a summary of technical changes in the composition 
and construction of the index and some perspectives on 
these and other questions, see “A New Measure of Industrial 
Output.” (Page 54.) 


What, When, Why in OASI? 


Everyone seems agreed that broadening the coverage of 
federal old-age and survivors’ insurance is a good idea. It is 
not who should be eligible, it seems, that causes controversy, 
but in what amount, when, and why benefits should be paid. 

Criticism of President Eisenhower’s recent proposals for 
raising benefits, increasing aid to the disabled, and liberal- 
izing retirement and base-pay requirements comes from both 
left and right. Among those who differ with the Adminis- 
tration program are the Chamber of Commerce and a 
joint committee of life insurance associations; organized 
labor approves the direction of change, but would accelerate 
the speed. 

For a summary of the Administration’s OASI proposals, 
as well as a rundown of alternative views and proposals, 
see “How Much More Welfare?” on page 92. 


Business and the Price Trend 


The behavior of prices over the past six months—since 
business activity began to turn down—has been the subject 
of a rising swell of comment in the business press. While 
the big measures of business activity such as the industrial 
production index and the gross national product statistic 
have been sliding off, prices appear to have been highly 
stable. 

Examination of the price record back as far as 1923—a 
period that includes five recessions—demonstrates that this 
stability in the area of a business peak is not unique by 
any means. But there are a number of implications in the 
historical parallels that make them worth a long look. The 
figures most worth looking at are charted on page 52, and 
discussed in “Business and the Price Trend,” starting on 
page 50. 


BUSINESS AND THE PRICE TREND 


For the past eighteen months, the latter has been ignoring the former 


YEAR AGO, business conditions were still ris- 
A ing slowly toward their crest in the late 
spring of 1953. Measured by the new indus- 
trial production index, output rose from 133% of its 
1947-1949 average in November, 1952, to 135% in 
March, 1953, and thence to a peak of 137% in May. 
This rising trend of production a year ago, com- 
bined with a gradual decline in production rates over 
the past six months, has opened up an impressive gap 
in year-to-year comparisons such as appear in the 
Board’s Weekly Desk Sheet. In mid-January, steel 
production was running fully 20% below the com- 
parable weeks of 1953. Bituminous coal output was 
roughly 12% behind a year ago, paperboard output 
about 25%, carloadings 12%. Activity in petroleum, 
lumber and paper was showing low, but growing, 
negative comparisons. Since output rates in these 
and other industries rose throughout the first half of 
1953, such elementary measures of the business trend 
may well be running into gloomier negatives. 


CAR OUTPUT CLIMBS 


In early January, however, one key weekly figure 
abruptly turned and defied the peddlers of gloom 
and/or doom. After running behind year-ago levels 
ever since late October, automobile production in 
early January climbed to about 10% above the com- 
parable period of 1953. With Oldsmobile and Cadillac 
still undergoing model change-over, car output in the 
first weeks of the new year was at an annual rate of 
5.8 million, a little higher than the upper limit of fore- 
casts for the 1954 car market, and substantially above 
the average of all markei forecasts. 

On its surface, this was encouraging. In the period 
in which the 1954 automobile pace stayed hot, a 
simple comparison of the car assembly rate with the 
steel production rate suggested strongly that steel 
inventories held by the automotive industry were 
draining off rapidly. Other major markets for steel 
also seemed to be behaving well. Construction activ- 
ity (although not contract awards) was still running 
well above a year ago. In the machinery industries, 
which account for about 25% of all sales by durables 
manufacturers, shipments had not yet been hit by 
the decline in new orders. Backlogs were admittedly 
going down fast, but so, apparently, were steel stocks. 

While the automobile production rate was encour- 
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aging to steel producers—so encouraging that many 
steel companies were frankly puzzled by the failure of 
steel orders to rise—it also fitted into a pessimistic 
economic pattern that appeared and reappeared in 
1954 forecasts, particularly those that concentrated 
on the first half of the year. In many of these fore- 
casts, the early months of 1954 were set apart as a 
period of temporary strength, marked by a slowing or 
stopping of the decline in industrial production, and 
only a small decline in gross product. A little para- 
doxically, this first-quarter strength had some very 
bearish connotations. It was premised entirely on 
(1) a burst of production in the automobile industry 
and (2) the consequences of high automobile produc- 
tion for steel and other markets in which automotive 
procurement carries a heavy weight. The assump- 
tion of high automobile output did not arise from an 
optimistic view of first-quarter sales, but from a be- 
lief that actual market conditions would be less of a 
determinant of output rates than a competitive effort 
of individual companies to expand their share. 

Given even a liberal view of the possibilities of 
car sales in early 1954, the effects of such a burst of 
output would be to liquidate steel inventories and to 
accumulate automobile inventories—that is, to tem- 
porarily strengthen the steel market by weakening the 
car market. At some point in this process, the auto- 
mobile industry would presumably come to its senses, 
and begin a hectic and disorderly liquidation of car 
stocks, bringing down production and steel demand, 
and causing a sudden resumption of the downward 
trend of business measures. This view of the first half 
of 1954—one quarter of plateau, and then a new and 
more serious decline—is fading fast. 


CAR DEALERS' PROFITS PARED 


In November and December, seasonal declines in 
automobile sales largely offset seasonal declines in 
production owing to model change-over. New-car 
dealers went into 1954 with stocks only slightly below 
their record peak of late fall, and with an inventory 
sales ratio about 60% above what they consider 
normal. In today’s market, the automobile industry 
evidently will not continue to behave in the cheerfully 
blind way it was supposed to. As dealer profit mar- 
gins have shrunk, their bargaining power with pro- 
ducers has risen proportionately; with little margin 
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left to give away, their exhortations to slow down the 
production rate are now backed by a serious threat to 
dealer relations. 

By mid-January, while the assembly rate was run- 
ning ahead of January, 1953, the industry’s output 
schedules for the whole month had already been 
shaved 10%—to about the level of output reached in 
January, 1953. The original first-quarter target of 
over 1.7 million automobiles had fallen to 1.6 million; 
and many observers were saying that this level was 
already unrealistic. (First-quarter 1953 output totaled 
1.5 million.) Car production in virtually all lines is 
now being influenced by day-to-day business at deal- 
erships, the way it used to be. While the situations 
of individual producers certainly vary widely, most 
analysts would now agree that the industry’s output 
rate by mid-February will be running below a year 
ago, and that aggregate dealer stocks will rise less 
than seasonally, if at all, this spring. 


NO NEW CAUSE FOR GLOOM 


The point to be made in connection with this is 
that a slowing of the production pace in automobiles 
—and, consequently, a continuing decline in measures 
of aggregate production in the first quarter—would 
not be a new cause for gloom. Perhaps it would be 
no cause for gloom at all. The automobile industry 
cannot complete its own inventory adjustment by 
liquidating steel inventory only to accumulate inven- 
tories of finished cars. If what has been happening 
since mid-1953 is an inventory adjustment, one would 
expect to find it going on—and even hope to find it 
going on—in the one major industry where inventory- 
sales ratios are seriously out of line. 

Given some liquidation in the automobile industry, 
particularly at the dealer level, it is possible that the 
first half of 1954 could witness some considerable 
liquidation in total business stocks. Figures for other 
industries in late 1953, and the few figures available 
for early 1954, all suggest that, even without much 
help from the automobile industry, stocks are drain- 
ing off at a considerable rate. For the fourth quarter 
of 1953, the official estimate is that total business 
inventories showed no change. But monthly figures 
now available suggest liquidation at an annual rate of 
about $1 billion in October, rising to about $5 billion 
in November. In December and January, a rise in 
(seasonally adjusted) inventories of finished auto- 
mobiles may have arrested this drain. But if car 
stocks do not rise seasonally in February and ensu- 
ing months, the rate of liquidation in the second 
quarter could get encouragingly high. 


WHAT'S HAPPENING TO PRICES? 


In the last half of 1953, total production activity 
declined about 7%, and total output of all goods 
and services about 2%. In the same period, the 


FEBRUARY, 1954 


51 


consumer price level showed virtually no change. 
Neither did the general wholesale price level. In fact, 
the industrial component of wholesale prices has been 
extraordinarily stable for two years; the downward 
drift of general wholesale price indexes since early 
1952 reflects, in the main, the sagging of farm prices. 

For the past eighteen months, even the decline 
in farm prices has seemed to be more or less unrelated 
to the movement of general business conditions. Their 
decline in the last half of 1953, when business was 
sagging, was much slower than in the year ending in 
mid-1953, when business activity was setting records. 

Taking all these trends together, the American 
price level seems to have moved with tranquil dig- 
nity through a business-cycle turning point. Is this 
unusual? If so, what accounts for it? 

On the record of past business cycles, the recent 
stability of prices is certainly not unique. But com- 
bined with the behavior of prices since Korea, it is 
suggestive. And the present level of raw material 
prices raises some large questions about the course of 
the price level in 1954. 

The top panels of the chart on page 52 illustrate 
the behavior of industrial wholesale prices, farm 
prices and retail prices as they passed through the 
five cycle peaks of the last thirty years—the cycles 
being those identified by the National Bureau of Eco- 
nomic Research. The so-called “reference peaks” of 
these cycles are May, 1923; October, 1926; June, 1929; 
May, 1937; and November, 1948. Charted are the 
movements of the three price levels in the twelve 
months preceding the peak month, and the six months 
following the peak. Also shown are the price move- 
ments for the current cycle, assuming that July, 1953, 
represented a “reference peak.” 


STABILITY AT WHOLESALE 


In so far as industrial wholesale prices (leftmost 
panel) are concerned, the relative movement of the 
index in the current cycle has been much more mod- 
erate than in the two most recent reference cycles, 
1937 and 1948, with regard to both the upswing pre- 
ceding the peak and the downswing in the months 
following the peak. In the 1923 cycle, price move- 
ments were likewise more rapid than in the current 
cycle. 

In both 1926 and 1929, the amplitude of price 
movements was as narrow as in 1953, but in both 
these cases the price level had been generally falling in 
the year before the reference peak. In general, the 
amplitude of movement of industrial wholesale prices 
in the 1953 cycle was considerably less than the 
average for all cycles; and it was not partly inverted, 
as it was in 1926 and 1929. 

In three of the five reference periods (1926, 1929, 
1948), farm prices (middle panel) showed a net de- 
cline in the year preceding the reference peak. (This 
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amounts to saying that farm prices are a sensitive 
leading indicator of the business cycle.) But the de- 
cline in the current cycle was somewhat more rapid 
than the fastest of the declines in the reference cycles, 
and much faster than the average decline. Since the 
peak, however, the decline has been noticeably slower 
than in 1948, and at about one sixth the rate of 1937. 
The flat behavior of retail prices (rightmost panel) 
is revealed by the chart to be more or less typical of 
this price level around the peak of the business cycle. 
The tendency for these prices to lag on the downturn 
is also suggested by the fact that in three of the five 
reference cycles, retail prices rose in the six months 
after the reference peak, as they did, moderately, 
in the last half of 1953. The only noteworthy aspect 
of the recent behavior of retail prices was their rela- 
tively sluggish rise in the year prior to the peak. 


DEFLATED RAW MATERIALS PRICES 


At least with relation to the 1948-1949 cycle, the 
1953 behavior of raw materials prices (lower half of 
the chart) was strikingly different. Despite substan- 
tially higher levels of wholesale and retail prices, and 
higher levels of personal and corporate incomes, raw 
materials prices (as measured by the BLS index of 
twenty-two raw commodities) in July, 1953, were 
fully 16% below their level at the peak of the 1948 
cycle. Of eighteen of these commodities for which 
comparable price data are readily available back to 
1948, sixteen are selling below their 1948 peak (the 
exceptions are cocoa and sugar), and two (burlap and 
hides) are selling below their 1949 trough. Six have 
declined more, percentagewise, since their peak in 
mid-1951 than they declined in the 1948-49 recession, 
although business activity and incomes are now sub- 
stantially above early 1951. Six more have declined 
more than half as much as in the 1948-49 recession. 

Price data for twelve of the most important of these 
commodities are shown in the chart. All are selling 
substantially below their 1948 peak; nine are below 
their 1948-1949 peak-trough average; two are below 
their 1949 trough. 

What is striking about this apparently depressed 
level of materials prices is that all of the decline 
occurred prior to the peak in business activity in 
July, 1953 (see inset to chart). In the six months 
following the peak of the 1948-1949 cycle, raw mate- 
rials prices fell fully 25%. In the six months since 
July, 1953, their average has actually risen slightly, 
and they are now somewhat above their absolute level 
at the comparable point in the 1948-1949 cycle. Rela- 
tive to the wholesale and retail price levels, however, 
they still appear to be depressed. 

Summary: in the year preceding the cycle peak in 
July, 1953, the industrial wholesale and retail price 
levels had risen considerably less sharply than in the 
average of five previous recessions, and farm prices 
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had declined more sharply than in any one of the five 
previous recessions. Raw materials prices (which, 
like farm prices, tend to change direction well ahead 
of the general business cycle) turned down earlier 
than in the 1948 recession, but declined less sharply. 
In the six months following the cycle peak, the decline 
in the industrial price level has been milder than in 
any of the five previous recessions; the decline in 
farm prices has been about average, and the con- 
sumer price level has behaved more or less typically. 
Raw materials prices have been strikingly stable. 


WHERE DO THE FIGURES POINT? 


In what direction does this welter of statistics lead? 
Forecasts of price movements in 1954 show as much 
diversity as forecasts of activity rates. However, few 
forecasters have predicted a severe price drop, and 
the average of all forecasters suggests a small drop, 
somewhat smaller than would ordinarily be associated 
with even a mild recession. At least one econometric 
model builder finds it impossible to avoid the conclu- 
sion of a price rise in 1954, despite a forecast of a mild 
recession in real output yielded by the same formulas. 

The reason usually asserted for a small price de- 
cline in 1954 is that wage costs are expected to con- 
tinue to rise, taking manufacturing costs with them. 
But it seems probable that factors other than a pros- 
pective trend in wage rates are now tending to support 
the price level, or at least to desensitize it against 
the usual deflationary influences of recession. At the 
time that business conditions reached a peak at mid- 
year, the price level had already been undergoing a 
process of adjustment for over two years. After their 
speculative burst of late 1950 and early 1951, raw 
materials prices had been steadily deflated, and the 
speculative element in the price structure had been 
gradually erased. In the boom that started in mid- 
1952 and ran through mid-1953, prices were largely 
unaffected, and price speculation, with a few excep- 
tions, was never an important influence in markets. 
When the peak was reached, raw material, wholesale 
and retail prices were in an extremely balanced con- 
dition: price ratios had been stable for months. 

Starting from the point of prices (or from any of 
several other points), economic reasoning very easily 
gets itself lost in a circuitous labyrinth. But the price 
history leading up to the 1953 turning point seems 
to help explain why prices have been relatively stable 
since then. It may also explain why there seems to 
be an implicit consensus among forecasters that a 
rapid contraction in prices, with its accompanying 
harmful effects on business demand and consumer 
psychology, is less likely now than it was at com- 
parable points in previous cycles. 

Ausert T. Sommers 
Business Analyst 
Division of Business Economics 


A NEW MEASURE FOR INDUSTRIAL PRODUCTION 


production—perhaps the most widely consulted 

statistical indicator of the American business 
trend—has now been fashioned to the proportions of 
the postwar economy. 


ales FEDERAL RESERVE index of industrial 


Changes in output are measured from a 1947-1949 
base instead of 1935-1939. Products, industries, and in- 
dustry groups have been reweighted, to reflect more 
accurately their relative importance in the postwar 
years. Coverage has been broadened by increasing 
the number of products in the monthly index and by 
developing comprehensive annual indexes to which the 
monthly figures are adjusted. Seasonal adjustment has 
been improved, making month-to-month changes more 
meaningful. Components of the index are now arranged 
by standard industrial classification, and can be related 
to the large number of other statistics so classified. 


While the details of the Federal Reserve’s retailor- 
ing job may be prosaic, the new look it has produced 
is revealing. The 1948-1949 decline in industrial pro- 
duction (10% from the October, 1948, peak to the 
July, 1949, trough) is less pronounced than in the 
old index, which fell off 17%. The new index also 
points to a much more rapid rise of industrial produc- 
tion in 1952 and 1953 than was apparent in the old 
index. By mid-1953, the output of the nation’s mills 
and factories, mines, wells, and quarries, measured by 
the new index, had climbed 37% above 1947 to an all- 
time high, surpassing even the maximum efforts 
of World War II.? In revising upward the trend of 
production for recent years, the new index highlights 
the dominant role of the durable goods industries in 
the accelerated pace of industrial activity since the 
outbreak of Korean hostilities. 


BASES, BENCHMARKS AND WEIGHTS 


The most apparent difference between the old and 
new indexes is the shift from a 1935-1939 to a 1947- 
1949 base period. Converting to a more recent base 
does not in itself affect the relative movement of the 
index through time; it will, however, make the index 
a more convenient tool for most users. Industrial 
production can now be compared directly with the 
many other indexes (prices, man-hours, etc.) based 
on the same period. Comparison among the index 


1For full details of the revision, and back data for the revised 
index, see Federal Reserve Bulletin, December, 1953. 

*Tue Conrerence Boarp’s Road Maps of Industry, No. 942, 
charts the seasonally adjusted indexes of industrial production, old 


and new series, monthly from 1947 to date, and the annual indexes 
from 1919. 
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components is facilitated by restoring to somewhat 
the same order of magnitude the individual industry 
and group indexes which had become widely divergent 
as a result of unequal rates of growth since prewar 
years. 

Less apparent, but more important, are the re- 
weighting, expanded coverage, and certain bench- 
mark adjustments which have gone into the develop- 
ment of the new index. 

As a preliminary step in the revision, a 1947 bench- 
mark was constructed from the Census of Manufac- 
tures, which provides detailed statistics for that year 
on the physical output of over 1,700 separate products. 
The new index is built around the 1947 benchmark, 
which provides a weighting system reasonably com- 
parable to the postwar composition of industrial 
output. (The old index was built around a 1937 
benchmark.) In the new index, output in any period 
multiplied by value added! per unit in 1947 yields net 
output at constant prices, which is the Federal Re- 
serve’s measure of physical production.? Average net 
output in the years 1947-1949 constitutes the base of 
the index. 


LARGER COVERAGE 


The most important revisions in the index affect the 
period from January, 1947, to date. For this period, 
the coverage of the monthly index has been signifi- 
cantly expanded, and annual indexes of even wider 
coverage have been developed to serve as periodic 
checks against the level of the monthly index. 

The number of products on which the monthly 
index is based has been increased from about 100 to 
175. In addition, the quality of basic data available 
to the Federal Reserve has improved considerably 
since the war. However, the revised index still suffers 
from one difficulty that plagued its forerunner. About 
45% of the new monthly index is developed from 
series based on man-hours data, rather than on actual 
production data. This is a slight reduction from the 
old index, in which man-hours series accounted for 
about 47% of the total. While new production series 
have been developed to replace many of the man- 
hours series in the old index, a number of new man- 

Value added is the amount by which the gross value of an in- 
dustry’s production exceeds its cost of materials, supplies, fuel and 
purchased power, and contract work. 

*In actual practice, the index of industrial production is built up 
from production relatives for each of the individual commodities. 


The relatives are combined into industry, group, and total indexes 


each month by weighting each in proportion to value added in the 
base period. 
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hours series have been inserted into the index to 
cover commodities which formerly had not been rep- 
resented at all. 

As a result of its more complete coverage, the new 
index appears to be less sensitive than the old to 
short-term fluctuations in output. Because of the in- 
creased number of series, the aggregate displays a 
greater tendency to cancel out variations in the 
output of individual commodities. Moreover, the 
amplitude of fluctuations in response to inventory 
adjustments has apparently been dampened consider- 
ably in the revised index, since intermediate and final 
products weigh heavily in the list of products which 
have been added. Output of many of these goods had 
formerly been represented either by related products 
or by raw materials entering into their manufacture. 
Direct representation of more finished goods, where 
inventory declines are less pronounced than among 
Taw commodities, accounts in part for the more mod- 
erate reaction of the new index during the 1948-1949 
inventory cycle. 

Annual statistics on production are available for 
a multitude of commodities for which monthly data 
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are not reported. In many other instances, annual 
production figures are distinctly superior to the avail- 
able monthly approximations. The Federal Reserve 
now exploits these sources of data in constructing a 
comprehensive annual production index independ- 
ently of its monthly index. Some 1,400 products 
enter into the annual index, about eight times as 
many as appear in the monthly index. Moreover, 
for most of the annual series production is reported 
directly or inferred from shipments or consumption of 
materials. In contrast with the monthly index, the 
annual index depends very little upon either value 
figures (which must be deflated to arrive at physical 
production) or man-hours figures. 


IMPORTANCE OF CHECK POINTS 


The annual index, by providing a check for the 
monthly series, widens the effective coverage of the 
index. It also provides a valuable guide to the ade- 
quacy of the man-hours data as a measure of physical 
production. The Federal Reserve attempts to correct 
man-hours figures in its monthly index for increases 
in output per man-hour. However, the adjustments 
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occasioned by using the annual benchmarks have 
generally been upward, suggesting that increases in 
output per man-hour since the war have outstripped 
the Federal Reserve’s estimates. 


THE NEW LOOK 


In measuring changes in industrial production, the 
contribution of any one industry depends in part 
upon its rate of growth, and in part upon its weight 
within the index. The outstanding characteristic of 
postwar industrial expansion, as it appears in the new 
index, has been the dominant role of durable goods 
industries. In 1952, total industrial output had in- 
creased 24% from the base years 1947-1949. In the 
accompanying chart, the contribution of each industry 
to this increase in aggregate output is represented by 
a rectangle of which the height measures the percent- 
age increase in the industry’s output and the width 
the industry’s relative importance in the base period. 
The expansion of durables manufactures as a whole 
is striking. Together with the expansion of one non- 
durable growth industry, chemicals, increases in the 
production of machinery and aircraft and parts (a 
component of transportation equipment) contributed 
more than half the 24% increase in aggregate output. 
The same industries accounted for a little more than 
one fifth of aggregate output in the base period. 

In 1952, the latest year for which an annual bench- 
mark has been available, the new index shows total 
output 3.3% above 1951. (The old index had pointed 
to a slight decline between 1951 and 1952.) The in- 
crease stems entirely from a 6% expansion in the 
measure of durables output; the measures for nondur- 
ables and minerals showed virtually no change. Rela- 


tive to the old index, however, each of the major com- 
ponents of output behaved better in 1952; 1.e., rose 
more from 1951, or declined less. It is difficult, how- 
ever, to determine precisely the importance of the 
various changes introduced into the new index in 
producing this result. Broader coverage in the 
monthly index, and more comprehensive coverage in 
the annual index, apparently lessened the impact of 
the steel strike upon the new index. Improved cover- 
age of final products also appears to have raised cer- 
tain of the group indexes for 1952. For example, tex- 
tile production had declined relative to 1951, carry- 
ing with it the “textiles and products” group in the 
old index. Apparel production, however, which is 
now directly represented in the textiles group index, 
declined less sharply than textiles themselves, and 
tended to support the group index in the new measure. 
There were also increases in the output of many rela- 
tively new products which are represented in the new 
index but not in the old. 

In part, also, the difference may be related to a 
relatively rapid increase in productivity during 1952. 
Aggregate man-hours of production worker employ- 
ment declined slightly in 1952. This tended to depress 
the old monthly index in which man-hours data 
figured importantly. But when the 1951-1952 rise 
in the revised index of production is set against the 


Inventory Adjustment in 1949 
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INDUSTRIAL PRODUCTION 
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All series seasonally adjusted except textiles and products. 
The old indexes are on a 1935-39 base; the revised, 
on a 1947-49 base. 
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1951-1952 decline in aggregate man-hours, an in- 
crease in manufacturing productivity of about 4% 
is implied. While the improvement in output per 
man-hour varied widely among industries, all but 
three (rubber, leather and paper) showed some in- 
creases. 


INDEX IN INVENTORY ADJUSTMENT 


Inventory adjustment was a major factor in the re- 
cession of 1948-1949. It seems probable that the 
actual dimensions of the decline in production during 
this period owing to the impact of inventory liquida- 
tion were exaggerated in the old index. From peak 
month to trough month of the 1949 recession, the re- 
vised index fell only about three fifths as rapidly as 
the old index. To some extent, the relative stability 
of the revised index resulted from improved seasonal 
adjustment, particularly with respect to the month of 
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July, when normal vacation practices, inadequately 
adjusted for in the old index, exaggerated the trough 
of the recession. But a look at the pattern of textile 
and apparel production during this period reveals how 
increased coverage tempered the movement of the 
group index. The former “textiles and products” index 
dropped abruptly under the impact of sharply cur- 
tailed cotton consumption—a series which weighed 
heavily in the old textiles group index. In the revised 
index, fabrics and finished commodities are included 
with textile mill products, lending stability to that 
component. An entirely new apparel component, 
with almost half the weight of the old textiles and 
products group, has also been added, and the move- 
ment of this group reflected the generally stable be- 
havior of consumer spending in the 1949 recession. 


Mitton Lipton 
Division of Business Economics 


FINANCIAL NOTES AND FOOTNOTES 


HATEVER may have been the reason for the 

change in Federal Reserve policy last May, the 
most dramatic effect by far to date is found in the 
governments market. Changes that have been in- 
duced in money supply, moreover, reflect enlarged 
holdings of government obligations both by the Fed- 
eral Reserve banks and by commerical banks rather 
than enlargement of the volume of other types of 
credit. 

The pertinent statistics are definitely interesting. 

e Between May 6 last and January 13, the Federal Re- 
serve banks added upwards of $2 billion to their holdings 
of Treasury bills. Weekly reporting member banks during 
the same period added more than $1 billion in these bills 
to their portfolios. 

eOn May 6 last, the longest bills were trading on a 
2.34%, basis; on January 13, the corresponding yield was 
1.29%). 

e Both the Federal Reserve banks and weekly reporting 
member banks sold longer-term governments net during 
this period, but, of course, the market is not divided into 
watertight compartments. Firmness in the shorter terms 
inevitably and promptly spread to the longer issues. 


On May 6, the 34s were being quoted at 99.24 bid, 
to yield approximately 314%; on January 13, the bid 
price was 105.23 to yield about 2.95%. The Vics were 
yielding about 3.05% last May; this had dropped to 
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about 2.70% on January 13. The same general change 
is to be seen in the prices and yields of the other ma- 
turities in the list. 

e Despite the large Federal Reserve purchases of 
governments during the period, member-bank reserves 
rose only $417 million. There was an outflow of gold 
amounting to something more than $500 million; but 
more important, member banks took advantage of the 
easier situation to reduce their indebtedness to the Fed- 
eral Reserve by upwards of $750 million. Evidently, 
the stronger reserve position of member banks is to 
be attributed chiefly to the reduction in reserve re- 
quirements effective at the beginning of June 1 last. 

e Yields on municipals and corporates have likewise 
declined, but much less sharply. In May, Standard 
and Poor’s average high-grade municipal yields stood 
at 2.73%; the figure was somewhat below 2.60% by 
the middle of December. Moody’s corporates yielded 
about 3.53% in May, and somewhat less than 3.40% 
at the middle of December. These decreases run 
about 4.8% and 3.7%, respectively, as compared with 
declines of 44.9% on Treasury bills and 9.2% on the 
3s. 

e Changes in rates on ordinary loans have been small, 
so far at least. There has been no change at all in 
prime bankers’ acceptances. Prime commercial paper 
rates declined from about 2.68% in May to around 
2.259% in December. Adequate figures on rates 
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charged on short-term loans to business by banks 
are hard to come by for any very recent period, but 
it would appear that these rates are little if any lower 
now than they were in May. The rate on prime cus- 
tomer loans in New York City had not changed up 
to the middle of January. 

e Privately held money supply rose $5.2 billion from the 
end of April last to the end of November. (No later figures 
are available.) This is substantially less than seasonal, 
the increase in 1951 being $9.4 billion and in 1952 
$7.8 billion. 

e The class of activity which gave rise to this in- 
crease in money supply may be determined by refer- 
ring to the asset side of the bank statements. Total 
loans and investments of weekly reporting member banks 
rose roughly $4.5 billion from early May last year to 
January 13 this year. Loans rose only about $1 bil- 
lion. Commercial, industrial, and agricultural loans 
were actually lower on January 13 than they had 
been early last May, the total having fallen consider- 
ably after the turn of the year because of E.P.T. loan 
liquidation. 

This business loan figure, moreover, now includes 
$826 million of crop loan participation certificates 
placed in the banks by the Commodity Credit Cor- 
poration as a means of obtaining funds for support 
purposes without enlarging its direct debt. Ordi- 
narily these funds would be supplied by the Treasury, 


but the uncomfortably narrow margin between outstand- 


from the banks— contingent liabilities of the CCC 
(such as these certificates are) not being included in 
the so-called statutory debt. 

This fact must be taken into account in making 
comparisons between this year’s rise in business loans 
and those of other years. Moreover, the seasonal _be- 
havior of business loans during the months immediately 
ahead will depend in no small part upon the action of 
Congress with respect to the debt limit, and official 
policy toward these participation certificates even if 
the debt limit is increased. 

The largest increase in earning assets (about $3.7 bil- 
lion) occurred in government obligations, and it is, ac- 
cordingly, in this increase that the source of the en- 
largement of money supply is found. 

The rate of turnover of demand deposits, moreover, 
has shown no tendency to increase—which should 
have occurred had the lower rates in the money mar- 
ket had the effect on general business presumably 
desired by the Federal Reserve.—F. W. J. 

P.S. By January 25, the 314s were yielding only 
about 2.90%; the longest bills were selling on about 
a 1% basis; the Treasury sold new bills that week at 
a slightly lower rate; and commercial paper was down 
to 2%. Meanwhile, commercial banks were acquiring 
another $350 million in crop loan participation cer- 
tificates. 


CONSUMERS’ PRICES DIP SLIGHTLY 


HE CONSUMERS’ price index for ten cities 
prepared monthly by Tue Conrerence Boarp, 
was practically unchanged for the second consecutive 
month in December. The all-items index was 181.2 
(January, 1939=100), just 0.2% below the index for 
a month ago. The December index was 1.1% above 
the level of a year earlier but 0.9% below the all- 
time peak (182.9) reached in September of this year. 
The purchasing value of the January, 1939, con- 
sumer’s dollar was 55.2 cents in December. 

Among the individual city indexes, only Birming- 
ham and Denver showed increases: 0.2% and 0.6%, 
respectively. Increases in the food indexes in those 
cities brought most of the change. In Birmingham, 
clothing and sundries, only slightly higher, together 
with the 0.5% advance in food, more than offset the 
0.4% decrease in housefurnishings. In addition to 
increased food prices in Denver, housing and sundries 
also moved higher to more than offset the fractional 
decrease in clothing. The all-items index for Indian- 


apolis remained unchanged as increases in housing 
and sundries balanced decreases in the other com- 
ponents. Indexes for the other cities moved lower, 
from 0.1% in New Orleans to 0.5% in Detroit. 

Individual components within the index moved 
very little. The greatest change occurred in the food 
index, which declined 0.8% over the month to 224.0. 
The December index was 3.9% below the level of a 
year earlier. The downward movement of pork and 
pork products reflected in the October and Novem- 
ber indexes has apparently subsided, and increases 
were noted in pork chops, ham and bacon. These 
increases were more than offset by declines in butter 
and eggs and scattered decreases in fresh fruits and 
vegetables in some cities. City food indexes were gen- 
erally lower, ranging from 0.3% in Chicago and Indi- 
anapolis to 1.3% in New York. The only cities to 
show increases in food were Birmingham (0.5%) and 
Denver (1.8%). 

The housing component of the index moved frac- 
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Purchasing Value of 1939 Dollar 
100; 


ANNUAL AVERAGE 


NN 


\X 


HOUSING FUEL ALL SUNDRIES FOOD 


tionally upward in December to 133.3. The 0.2% in- 
crease to another all-time high left the index at a 
point 7.4% above the level of a year ago. 
Housefurnishings inched downward 0.2% over the 
month to 161.7—1.8% below the index of a year 
earlier. 
The sundries index continued its upward move- 
ment in December, increasing 0.4% over the month 
to 187.4. This is 7.1% above the year-earlier index. 
The clothing and fuel indexes remained unchanged 
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over the month at 148.5 and 137.0, respectively. These 
indexes are about at the level of a year ago. The 
clothing index has moved very little over the past 


year. 


The fuel index, which has been unchanged during 
the last three months, is 0.4% lower than a year 


earlier. 


YEARLY CHANGES 


The annual average all-items index for 1953 is only 
0.5% above that for 1952, indicating little year-to- 


year change. 


However, the individual components 


show that consumers’ costs have shifted considerably 


during the year. 


On the average, these costs were 


3.77% lower for food in 1953 than in 1952, 1.9% lower 


for housefurnishings, and 0.5% less for clothing. 


Any benefit the consumer may have felt in lower 
prices for these items was more than compensated for 


by increases in housing, fuel and sundries. 


Except 


for the months of March and April, consumer housing 
costs rose more or less steadily from the beginning of 
1953, with the result that 6.0% more of income had to 


be allocated to shelter. 


Fuel costs remained steady over the last three 
months of the year and actually decreased during the 
early part, but the January, 1953, index, well above 
the average for 1952, coupled with slight increases 
from June to October, kept the average 2.5% above 


that for 1952. 


The over-all sundries index also increased so that 
the average for 1953 was 5.3% above the 1952 


average. 
James F. Birp 
Statistical Division 


Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1939=100 


Weighted Clothing Fuel? House- _ | Purchasing 

Date Average of| Food Housing?! furnish- | Sundries | Value of 

All Items ings the Dollar 

1952 December........... L79eS) |ee2sse eel eae | 164.7 | 175.0 55.8 
Annual average...... 179.1 | 286.1 | 122 165.6 | 172.6] 55.8 

953 January............ 178.7 | 230.3 | 124.9 138.1 | 92.0] 105.8 | 162.7] 176.1 | 56.0 
: Dabeiey srecishabslete tevehets 177.3 225.2 125.7 137.9 92.0 105.3 163.4 176.6 56.4 
se eaee 177.7 | 225.6 | 125.8 138.0| 92.0] 105.3] 163.8] 177.4] 5683 
Apriltecsarc cca ae 177.6 223.9 125.8 137.7 92.0 105.4 163.2 179.2 56.3 
Mayinisimadeea at 178.4 225.0 129.1 134.5 92.0 105.4 163.1 179.3 56.1 

| ECS pean ae 179.7 | 228.6 | 129.4 134.5 | 92.0] 105.4] 162.3] 179.5] 55.6 

WULY dere cietnre e! evelecct sce 181.1 231.1 130.3 135.4 92.0 105.6 162.4 180.6 55.% 
August. ...1..2 058s: 182.7 231.38 130.5 136.4 92.0 106.1 161.6 186.2 54.7 
September.......... 182.9 231.4 130.9 136.6 92.0 106.1 161.7 186.2 54.7 
October ss «.. <0: 5 2 181.6 226.3 132.8 137.0 92.0 106.1 161.8 186.5 55.1% 
November.......... 181.5 225.8 133.1 137.0 92.0 106.1 162.1 186.6 55.1 
December........... 181.2 224.0 133.3 137.0 92.0 106.1 161.7 187.4 55.2 
Annual average...... 180.0 227 4 129.3 136.7 92.0 105.7 162.4 181.8 55.6: 

Percentage Changes 

Nov., 1953 to Dec., 1953..| -0.2| -0.8] +0.2 0 0 | 0 | 0 | 0 | 0 | —0.2| +0.4] +0.2 
Dec., 1952 to Dec., 1953...| +1.1] -3.9] +7.4] +0.2 Bro eseenon ears Otel, aie ice | eeeTere eed 


1Rents surveyed quarterly in individual cities 
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"Includes electricity and gas 


THE WORKER AND 


HE AVERAGE capital investment for each pro- 
duction worker in manufacturing was $10,079 in 
1950—an increase of $650 over 1949, the previous high. 
As in the past, the same three industries were far 
above the average—petroleum and coal products lead- 
ing with an investment of $83,710 for each worker, fol- 
lowed by $26,431 for tobacco manufactures and then 
by chemicals and products with $21,434. 
Of the nineteen industries shown, thirteen were be- 
low the average for all manufacturing, and three of 
these were below $5,000 in capital investment per 


CAPITAL INVESTED 


The employment figures come from the Bureau of 
Labor Statistics, which is able to classify employees 
more accurately on the basis of their activity. To a 
certain extent, this shortcoming is present in other 
industries. But it is most pronounced in petroleum 
because of the integrated nature of the industry. 
Total capital investment in manufacturing was 
slightly more than $124 billion at the end of 1950—an 
increase of almost $15 billion, or 13.5%, during the 
year. The petroleum and coal products industry was 
the only industry to show a decline in 1950. Except 


Total Capital Invested (Millions of Dollars) 


Industry 
1950 
Food, beverages, and tobacco.............-.0e+eeeeeee 17,498 
HOOd and DeVeravesss. yon sie use eins soe tare ses es 15,013 
Tobacco manufactures............- 00. cece eee e eee 2,485 
Textiles and their products.................0s0eeeeee 11,535 
Pextile-mill products iwc vaicesrs: «oe. seiseurie cide cles ae 7,692 
Apparel and products made from fabrics............. 3,843 
Meeathier aud products .ccc cesses eects ae eee > ee ciate 1,442 
Rubber prodticts ees cs rvs paieleies «ta fowiel es ake see veo 1,964 


5,345 
3,848 
1,497 
4,363 
4,383 
25,656 
10,588 
15,068 
3,520 
43,822 
17,774 
5,659 
10,801 
6,803 
2,785 
4,611 


Lumber and wood products..............0s00eeeeeeee 
Lumber and timber basic products.................. 
Furniture and finished lumber products.............. 

Paper and allied products..............2..sseeeeseees 

Primitingrand abusing Me sce liers isis erie’ ise e.ccas se eae 

Chemicals and allied products.................02.00-5 
Chemicals*and products ae .ac. cei. hac «is 3's 2 icles g 
Petroleum and coal products.................+0000: 

Stone, clay and glass products....................004. 

Metal products and processes................000eeeee 
Tron and steel, nonferrous metals and products 


Transportation equipment except automobiles........ 
Miscellaneous manufacturing..............ee.eeeeeees 


TOLal ManMIACLUrINi as ss ctr e coe eee eee eee 


Capital Invested Per Production Worker (Dollars) 


1949 


15,542 
13,181 
2,361 
9,688 
6,457 
3,231 
1,262 
1,681 
4,325 
3,146 
1,180 
3,719 
4,049 
24,591 
9,327 
15,264 
3,000 
37,522 
15,345 
4,588 
9,370 
5,749 
2,470 
3,966 


15,458 
13,115 
2,343 
9,820 
6,487 
3,334 
1,298 
1,745 
4,382 
3,202 
1,181 
3,609 
3,853 
23,526 
8,797 
14,729 
2,955 
38,553 
15,497 
4,899 
9,556 
5,930 
2,671 
3,981 


Note: Comparable data prior to 1947 appear in the tables on pages 315 and 316 of “The Economic Almanac, 1953-54.” 
Sources: Treasury Department; Bureau of Labor Statistics; Taz ConFERENCE Boarp 


worker. They were apparel and products, leather and 
products and furniture, and finished lumber products. 

As mentioned in previous articles, the figure of $83,- 
710 is an overstatement of capital invested per em- 
ployee in petroleum refining. The data on capital in- 
vested are obtained from the tax reports of corpora- 
tions to the Internal Revenue Service (formerly the 
Bureau of Internal Revenue). Integrated companies 
might be classified as refiners, even though sizable pro- 
portions of their assets are in production or marketing, 
because each company is classified on the basis of the 
activity accounting for the largest part of its sales. 


60 


for transportation equipment, all the remaining indus- 
tries recovered from their 1949 dip and were at new 
highs. While investment in the transportation equip- 
ment industries was at its highest since 1945, the 1950 
figure is 73% below the peak for 1943. 

Capital investment is defined as total assets, less 
investments in government obligations and securities 
in other corporations. The assets are figured at book 
value, and so do not reflect replacement cost. 


Anita R. Beckerman 
Division of Business Economics 
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HIGHWAYS TO PROSPERITY 


|. Alternate Solutions to Highway Problems 


By B. A. Lefeve 
Director, Bureau of Highway Planning, State of New York 


qa general public is only now really becoming 
aware of the seriousness of the highway situation 
in this country. As a rule, people are not concerned 
with the details of highway construction. They only 
know or believe that when their highway wears out 
or gets obsolete someone should build another one. 
They assume that reconstruction of a highway system 
is something like putting out a new model of an auto- 
mobile. They have come to take their car for granted 
and assume that someone will provide the roads and 
streets for them to drive on; and that these facilities 
will be there when they need them. 

If they live in the city and want to go to visit Aunt 
Minnie up in the country for Easter, the Fourth of 
July, Thanksgiving, or for Christmas, they expect 
that they will find a comfortable, adequate road all 
the way. They will start out on a residential city 
street, use several other city streets to get to a state 
arterial expressway; then out of the city on a main, 
high-volume state highway, on over lesser traveled 
state routes, probably then on to a county road, and 
finally over a town highway to Aunt Minnie’s. They 
give no thought to who is responsible for providing 
these various roads. They assume that the road past 
Aunt Minnie’s house that may carry less than twenty- 
five cars a day will be just as passable and convenient 
as the expressway type they traveled that may be 
carrying 40,000 cars a day. 


EVERYTHING TRAVELS 


A merchant trucker may start out of the same city 
and travel the same route to buy the potatoes, or the 
fruit, or the produce that Aunt Minnie and her neigh- 
bors raise and sell. Similarly, Aunt Minnie uses the 
same combinations of routes to get to the city to sell 
other products and to buy the supplies, equipment, 
and materials she needs to operate the farm. The 
milk truck uses these routes to pick up the cans of 
milk from these farms, the school bus picks up the 
kids; the mailman, the mail. 


*This Daenaee special section is devoted to highlights 
of a Round Table on "The Economics of Highways,’ held 
as part of the 1953 Conference Board Pittsburgh Meeting. 
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The man in the city likewise gets everything he uses 
or has over the various highways. At one time or an- 
other in its processing, manufacture or distribution, 
everything is dependent upon highway transporta- 
tion. Therefore, anything that has any effect on 
highway transportation costs is reflected over and 
over in the cost of everything we buy, sell, and use. 

In effect, the highway system is as much a part 
of your factory or plant as is the building that 
houses it, the machines that produce the product, 
the administrative force that directs it, and the ad- 
vertising and sales force that sells it. The only 
difference is that you do not have immediate control 
over this vast highway network that is so necessary 
in bringing in your raw materials and labor and 
distributing your finished product. It is usually 
vested in from one to five or more governmental 
units. To get your product to Aunt Minnie’s or for 
Aunt Minnie to get raw materials to you, this high- 
way network must be adequate; it must be in good 
condition, and the cost of transportation must be as 
low as is consistent with good business practice. 


BAD ROADS ARE EXPENSIVE 


Highways that are in bad condition, and that are 
crowded and congested, can double the actual cost 
of highway transportation. Rough and bumpy high- 
ways result in increased gasoline consumption, addi- 
tional cost of maintenance, more tire wear, increased 
depreciation of equipment, and increased fatigue of 
operators. Poor highway alignment results in lack of 
passing opportunity, thus increasing trip time. Con- 
gestion, with its accompanying stop and go driving, 
results in increased cost of every phase of vehicle 
operation, including accident costs. And the in- 
creases are major in amount—many times the amount 
necessary to rebuild the highway network to a reason- 
able and adequate standard. 

Thus expenditures for needed and proper highway 
construction are actually not a cost as commonly con- 
sidered, but are an investment from which the returns 
are great. If, in one of your factories, you had a 
machine that became worn out and obsolete, that 
was slowing down your operation by one third or 
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one half—you would replace it by a new and adequate 
one. In balancing your ledgers, you would not dwell 
on the great cost of the machine you had installed, but 
would consider the savings made in producing the end 
product itself. 

So it should be with highways. They are important 
to you as a vital part of your production and distri- 
bution line. They are as important to the farmer as 
are his stock, his crops, and his land; to the individual 
motorist as his car; and finally, they are of utmost 
importance to the family that cannot afford a car. 
These latter probably need all their earnings for the 
necessities of life—food, shelter, and clothes. Thus 
even a small increase in the cost of these items due to 
excessive transportation costs becomes a matter of 
serious proportions to them. Similarly, any decrease 
in these costs may mean the difference between these 
families being able to save a few dollars each month 
for use in an emergency and barely getting along by 
having to use every dollar just to exist. 

Certainly adequate highways are vitally necessary 
for the very existence of the automotive, trucking, 
and petroleum industries, to those who provide recre- 
ation facilities, to hotels, restaurants, motels, and to 
the numberless suppliers who are in turn dependent 
upon these industries. 


THE PROFIT ANGLE 


It would seem proper, therefore, to talk about the 
profit on the end product of highway construction 
instead of emphasizing the cost. If you will analyze 
all the things involved, I’m sure you will come to the 
conclusion that the yield on a proper investment in 
highways is tremendous. It is at least equal to and 
usually several times greater than the amount of the 
investment itself every year. 

Some of you may say that these savings are theo- 
retical and that you never really get them. That is 
because these savings are made up of nickels and 
dimes every time you fill your gas tank; of a smaller 
repair bill which, even then, seems high; of a few 
more months’ wear out of your tires; of a little better 
trade-in value on your car. To the trucker who keeps 
track of costs, these are more real. In addition to the 
normal vehicle operating costs, his savings in time 
are important. It means more loads with the same 
equipment. 

Driving on congested roads can increase the total 
operating cost of an automobile from seven cents a 
mile to thirteen cents a mile. Stops and starts can 
cost from one cent to three cents each, depending 
upon approach speeds and waiting time. Insurance 
costs are climbing. Adequate highways can materially 
reduce these costs and, the relatively small individual 
savings, realized over and over again, will result in 
appreciable annual savings. 

Why then, if highway expenditures are such a good 


investment, are we not making them? Three things, 
I think, prevent whole-hearted support by the gen- 
eral public. The first is the total cost angle. Require- 
ments based on need have been developed in many 
states and the total estimate is an astronomical figure. 
Actually, when it is brought down to the individual, 
the cost is quite small. For instance, in New York 
State the average motorist who pays $20 a year for 
his license also pays about $27 a year in motor-fuel 
taxes. To get an adequate highway system within a 
reasonable length of time it will cost him about an 
additional $25 a year. This totals $72 a year, $6 a 
month, or about 20 cents a day—an increase of 6-2/3 
cents a day over and above what he is paying now. 

Thus the total daily cost to an individual motorist 
for an adequate system would be about the same as a 
pack of cigarettes or one third of the cocktail he has 
before dinner, or less than the tip he leaves the wait- 
ress who serves his dinner or the hat-check girl who 
sells him back his hat. As these highways are built, 
he will start to realize substantial savings which re- 
duce this cost materially. 


WHAT ABOUT USER TAXES? 


The second thing that has confused the people is 
the controversy over highway-user taxes and who 
should pay for highways. I quite agree that the users 
should pay, but the question in my mind is: “Who is 
the highway user?” Maybe I could put it plainer if 
I asked? “Who is not a highway user?” I think you 
will agree that even the individual who never owns a 
car has a vital interest in highways and highway 
transportation costs. He pays these costs as part of 
the price he pays for everything he uses—from the 
diapers that keep him acceptable as a babe to the 
hearse that carries him on his last ride. Since high- 
ways are so universally necessary, the so-called high- 
way-user taxes, as such, lose some of their significance. 

Instead of talking about highway-user taxes, we 
should talk about motorists’ taxes or some similar 
term. The motorist (and I include the commercial 
owner) needs highways and should pay his fair share 
of the cost of these facilities. He also has, however, a 
responsibility for supporting or paying for a portion 
of the general expenses of operation of the govern- 
ment. In this he is no different from the cigarette 
user, the liquor buyer, the income-tax payer or any 
other taxpayer. By the same token, since highways 
affect every single individual, he has a responsibility 
to pay for some of the cost of highways from general 
tax revenues. The landowner also has a responsibility 
in so far as participating in the cost of highways is 
concerned. Thus it appears that highways should be 
paid for by the motorist, the property owner, and the 
public in general. Each of these groups also has a 
responsibility to support general government. 

The third controversial subject confronting the gen- 
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Along the Highways 


By Nicholas Kelley, Jr. 
Secretary, Chrysler Corporation, and Chairman of Round Table 


Highway transportation is of concern to 
each of us—both as business representatives 
and as private citizens. From either point of 
view, it is one of the vital parts of the Ameri- 
can economy. When and where there is work 
to be done it brings together the people, the 
materials, the machines and resources to build 
the things we need and sell. 

On an average day in this country, some 42 
million people ride to and from work in auto- 
mobiles or use them in connection with their 
jobs or for shopping. In addition, 17 million of 
these people use their cars the same day for 
social and recreational travel. 

Today, virtually every product, whether 
from the farm or the factory, at some time in its 
progress to market utilizes highway transpor- 
tation. Crops and livestock move off the farms 
to market or to railheads by truck—and sup- 
plies are hauled back the same way. Raw ma- 
terials and manufactured goods move over 
roads and streets—the entire distribution sys- 
tem, wholesale and retail, is geared to trans- 
port and delivery by motor vehicle. 

Even other forms of transportation—includ- 
ing rail, water and air—have become depen- 
dent upon highway transportation. 

Highway transportation is also an important 
arm of national defense. In the words of Pres- 
ident Eisenhower: “Next to the manufacture 
of the most modern implements of war as a 
guarantee of peace through strength, a net- 
work of modern roads is as necessary to de- 
fense as it is to our national economy and 
personal safety.” 


eral public is one closely related to these so-called 
highway-user taxes—the commonly known diversion 
issue. You will hear this issue argued vehemently by 
the two sides, each using the same set of figures. One 
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Of course, these examples are only illustra- 
tive of the many other benefits and effects 
resulting from the freedom of movement pro- 
vided by highway transportation. To a large 
extent the condition of our highway system 
greatly influences many other factors, includ- 
ing even such things as where people live and 
spend their vacations. 

But today highway transportation is being 
severely handicapped. The nearly 55-million 
motor vehicles registered today are in a traffic 
jam because of critically inadequate road fa- 
cilities. Even though we have the world’s most 
modern highway system, large segments of 
the present road system are critically unsafe 
and inadequate for the present volume of 
traffic. Cars and trucks line up bumper to 
bumper on the approaches to most major cities. 
Traffic within cities is slowed to a frustrating, 
horn-honking crawl. Lack of parking space 
keeps shoppers from metropolitan business 
districts. 

For these highway deficiencies, motorists 
and business pay a staggering price every year 
in increased transportation costs, loss of time, 
higher operating costs for their own cars in 
congested traffic, and in needless injuries and 
loss of life. 

Consequently, we are now faced with a crit- 
ical highway rehabilitation and expansion pro- 
gram. Billions of dollars are involved. It will 
affect each of us as taxpayers, businessmen 
and motorists, and will, as well, be vital to 
the nation’s economic development and de- 
fense. 


group contends that all motorists’ taxes should be 
used for highway purposes only. They employ as a 
yardstick of use not the actual expenditure for high- 
ways but only those expenditures mandated by law. 


As the Author Sees It 


Highways are as necessary as the air we breathe, 
the things we eat, the clothes we wear. 


Adequate highways are a matter of good business. 


The impact of highway construction itself is felt 
throughout the country. Studies have shown that 
$100 million expended for highway construction will 
create business, including producer goods investment, 
producer goods reinvestment, and consumer goods 
reinvestment, of more than $315 million. As a busi- 
ness generator, it has great value. 

The returns from an investment in proper highway 
construction are tremendous. The monetary and 
social benefits accrue to all of the people. 


The other group contends that these taxes are the 
same as any other taxes; that they should form part 
of the general revenues of the government and that 
expenditures should be made as required. 

New York State is held up as the horrible example 
of a state that diverts large amounts of motorists’ 
taxes. The highway network in New York of some 
103,000 miles is made up of several official systems. 
We have the state, county, town, city, village, and 
parkway systems. As far as the motorist is concerned, 
he uses all of them; and, in most cases, he isn’t aware 
of which system he is on at any particular time. This 
condition undoubtedly prevails in many states. As 
yet, there has never been developed an acceptable 
plan or theory which would determine who should 
pay for these various highway systems or what part 
should be paid by the motorist, the general public, 
and the property owner. Neither has there been any 
acceptable plan developed to determine the extent 
of fiscal responsibility of each unit of government. 


WHAT TAX MONEY? 


In other words, when you go to Aunt Minnie’s, do 
you drive on the town road that she lives on by reason 
of the gas tax, or the registration fee you pay, or by 
courtesy of Aunt Minnie’s egg money that she pays 
in local taxes, or by all of these? By the same token, 
if Aunt Minnie lived on a state road, should some of 
her local taxes go into the state highway? They don’t 
now. 

Somewhere in-between these two extremes is an 
equitable division. No one has found it yet. It is 
therefore not reasonable to claim that there is diver- 
sion of so-called highway-user taxes on the basis that 
all state fuel taxes and registrations should be spent 
on the state system, or on the basis of some other 
plan not generally accepted. 

In New York State, practically all taxes collected 
go into the general fund and their identity is lost. 


This is much the same as you and I operate. We put 
our Monday’s pay in the bank along with that for 
Tuesday, Thursday, and every other day, and we pay 
our bills out of the checking account. From this gen- 
eral fund the state returns to localities over one half 
of the total amount collected. Some of this is man- 
dated for specific use; some is returned without man- 
date and can be used for any legal purpose. Thus, on 
the basis that the motorists’ taxes that go into the 
general fund are not specifically mandated to highway 
use, it is claimed that huge amounts of these taxes 
are diverted from highway use. 
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Let’s look at the record. Using the United States 
Bureau of Public Roads figures, the average net 
annual amount collected in the past three years in 
New York State registration fees and motor-fuel 
taxes was $180 million. This went into the general 
fund. Actual expenditures for state highway pur- 
poses and for local aid mandated to highways was 
$137 million. The difference, or $43 million, is the 
amount that is claimed to be diverted. However, 
additional local aid was given to those units of gov- 
ernment which did not get mandated highway aid. 
The amount of this added local aid was $86 million, 
any or all of which could be used for highways if the 
locality wished. The actual average expenditure for 
highway purposes by these same units of government 
was $212 million. 

Thus, in these three years, total expenditures for 
highway purposes averaged about $350 million a year, 
while so-called highway user revenues averaged $180 
million a year. No matter how you distribute it or 
mandate it, $180 million can never take care of $350 
million worth of highway expenditure. Looking back 
in the record for more than twenty-five years, there 
has been no year in which total expenditure for high- 
way purposes has been less than the total amount 
collected from highway user taxes. 

To me, this shows no actual diversion of motorists’ 
taxes in New York State. Actually, if you want to 
be technical, there has been a huge diversion of other 
taxes to highway use. 

There is no magic way to pay for the highways we 
need. There are only two things that can be done. 
Hither added revenues must be obtained or an equiva- 
lent amount of other services eliminated. This is a 
matter for the people to decide. 

The public must be given the facts, uncolored by 
individual or selfish interests. You, as businessmen, 
have a duty, based both on economic need and moral 
obligation, to do this. To do so, you must know the 
facts. If you will give this problem the same im- 
partial and expert study that you give a similar prob- 
lem in your business, I have no doubt that the high- 
way problem can and will be solved. 
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ll. What We Need in Highways 


By Pyke Johnson 
Consultant, Automotive Safety Foundation 


HAT would be the effect on you as an indi- 

vidual, on your family, and on your business 
if suddenly you were deprived of the use of motor 
vehicles? And can we longer afford the excessive costs 
due to inadequate highways in the conduct of our 
business? 

Illustration | shows the cause of our present high- 
way crisis. On it is noted the steep increase in the 
number of vehicles and of miles traveled per year 
since the end of World War II. Motor vehicles in 
use in the United States now number more than 50 
million and the total travel created by those vehicles 
is now more than one-half trillion miles a year. The 
third line illustrates the status of highway safety— 


Illustration 1. Some vital statistics 
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a subject we always bring into these discussions of 
highways because yearly out-of-pocket costs of acci- 
dents are estimated at more than $3.5 billion. That 
line shows that back in 1937 we were losing fourteen 
lives per 100 million miles of vehicle travel, while 
today we are at the low point of around seven. And 
this decrease has been achieved while registrations 
and travel have been spiraling. 

The most important thing about this chart is the 
steep upcurve of vehicle use. As recently as a few 
years ago, not even the most optimistic forecasters 
thought we could possibly reach 50 million motor 
vehicles before 1960 at the very earliest; hence our 
failure to prepare for it. —> 


1946 1948 1950 1952 
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Back in the Twenties we were traveling an average 
speed of twenty-six miles an hour on our rural roads; 
today we are traveling an average of about fifty-two 
miles. Three decades ago the heaviest motor truck was 
nine tons; today they run as high as sixty tons. 
Vehicles also are longer now. So the characteristics 
of the travel have changed in speed, weight, and 
length of vehicles. The result has been a demand 
which is not simply a product of the increase in the 
number of vehicles, but which requires longer sight 
distances, wider lanes, easier alignments, and greater 
depth. One of the great authorities, former Com- 
missioner of Public Roads Thomas H. MacDonald, 
has estimated the ratio of demand to be eight to one 
against what it was in those early days. _ (Illustra- 
tion 2.) 

Another fact is that highways, just like humans, 
have a normal life expectancy. It isn’t always real- 
ized that the great development of our highways 
came in the early days of modern road use. The high- 
type road has a probable life of thirty years; the 
intermediate-type, the one depicted in Illustration 3, 
a life of fifteen years; and the low-type road, which 
includes the great volume of our mileage, has a life of 


from five to ten years. About 55% of all our inter- 
mediate-type highways in the federal aid system were 
built before 1935 and have reached, or passed, their 
life expectancy. 

Thus, out of a total of 84,000 miles of intermediate- 
type roads in the federal aid system, which is a good 
indicator of all roads, 58,000 miles will be worn out 
by 1960. This is important evidence of the fact that 
the highway program is a continuing problem which 
we cannot save for depression-year public works, but 
which has to be done continuously year after year. 

The most serious phase of the highway problem 
is found in the metropolitan areas. Since 1900, when 
the motor vehicle first made its appearance, our cities 
have exploded, and the explosion has been in a dis- 
organized way, as shown in Illustration 4. We started 
with rectangular street patterns developed for horse- 
and-buggy use. We now are trying to impose upon 
that pattern of 300,000 miles (the street layout in our 
cities) approximately one half the total vehicular 
movement. The net result is something that every- 
body sees every day—congestion! 

Because nobody thought that we literally were go- 
ing through a transportation revolution in the past 


Ilustration 2. Traffic demands outweigh service eight to one 


“ ° : 
... there is ample evidence that highways today are only fractionally 
as adequate for today’s traffic demands as they were two decades 


“ 


ago. 


Thomas H. MacDonald. 
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Ilustration 3. Highway mortality 
84,000 miles in service 
on January |, 1952 


g0}+——_}—> 


Ob 
1921 


925, i930 ~—1935 1940 1945 
Source: U. S. Bureau of Public Roads 


thirty years, in our main cities we have invested bil- 
lions of dollars in buildings on totally inadequate 
streets and without either loading or unloading facili- 


ties off the street. And we are continuing to do this 
day after day! 

What is happening in cities is shown in Illustration 
5. One traffic lane which could carry at least 700 
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vehicles an hour is choked off by a few vehicles (one 
would be enough!) parked on the street and then the 
other lane is rendered inefficient by the efforts to park. 


Illustration 4. Cities have exploded 


The resulting delay in movement adds to our excessive 
transportation costs. 

Tf we are to use the street facilities for the move- 
ment purposes for which they originally were dedi- 
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Illustration 5. Parking makes one-lane streets 


ia 


cated, then we must have off-street parking. Here’s a 
picture (Illustration 6) of a typical scene in the center 
of Washington on any weekday. This is a city where 
the streets are being used for parking. Yet there are 
not enough parking facilities to take care even of the 
excess movement! 

Illustration 8 portrays another facet of the city 
problem. There is no on-street parking here and yet 
this thoroughfare, cut by intersections at every block, 
is grossly inefficient. 

In a recent survey in Richmond, Virginia, it was 
found that several of the principal streets were al- 
ready past their theoretical capacity for vehicles. 

IIlustration 9 is on the rural side of the picture, and 
give an idea of the 80,000 or more bridges in our 
highway system which are inadequate. This bridge 
is like those found in many places: too narrow and 
with a sharp angle turn at the end of the bridge. 

All of this adds up, in the words of the study made 
recently by the American Association of State High- 
way Officials, to a “69% deficiency in the principal 
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highways of the United States” (that is, those found 
in the federal system). (See Illustration 7.) There 
is no state where the principal highways, taken as a 
group, are adequate to meet the needs of traffic. The 
American Association found that the estimated cost 
of this needed development would be $32.5 billion in 
1951 dollars for primary roads. Total deficiencies of 
all roads add up to about $50 billion. 


One of the primary reasons for our difficulties is 
that just as the use of the vehicle is ten years ahead of 
schedule, so the development of the facilities for that 
use is ten years behind. Illustration 10 shows why. 
At the beginning of World War II, the President’s 
order stopped highway development, except as it 
might have a prime war purpose. That order was not 
rescinded until October 31, 1945. It has taken almost 
to the present year to regain the momentum lost by 
the war lag, and yet in that period the use of high- 
ways has increased by some two to two-and-one-half 
times. 


Illustration |! shows what inflation has done to the 
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highway program. The first dollar peak of highway 
development was back in 1931. We have well passed 
that mark in dollars, but in effectiveness we have just 
got back to it. Since 1945, manufacturers have built 
more miles of vehicles, bumper to bumper, than all 
the highway engineers have been able to produce 
in miles of road. We have not even kept pace with 
our need for parking on the roadside. A ten-year 
advance on the side of use and ten-year lag in facilities 
is a natural result of a program which does not pro- 
vide adequate capital facilities. 

Maintenance, which keeps the plant in service but 
does not increase or improve it, is taking an increas- 
ing portion of total expenditures. The price of obso- 
lescence is high, as can be seen by looking at expendi- 
tures on state-administered highways. (See Illustra- 
tion 12.) 

Illustration 13, which is based upon detailed, factual 
studies made over a period of some fifteen to twenty 
years, shows, in the first instance, that out of the 
3 million miles of highways which comprise our whole 
road plant, the people do 86% of their traveling on 
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23% of the mileage—in other words, about 700,000 
miles of rural roads. They travel 40% on the first 
100,000 miles, somewhat short of 20% on the second 
100,000 miles, and then the percentage grades down. 
That habit of use should be a major criterion upon 
which to classify roads and determine priority for 
their improvement. 

However, the remaining 77% of the mileage, which 
carries only about 14% of the traffic, still has a very 
important function when you look at Illustration 14. 
Over these roads move daily our rural postal services, 
youngsters going to schools in buses, and our milk 
deliveries. In approaching the highway problem we 
have to think of it in terms of balanced systems— 
each system in relation to the service it performs. 

Knowledge of use habits over the years has re- 
sulted in the selection of a system of almost 700,000 
miles—the federal aid system, which embraces both 
the primary and the secondary roads. This mileage 
of urban roads is clothed with a national interest. 
(Illustration 15.) This system has been developed 
under the Federal Aid Act, which was first passed in 


peek 


IMustration 6. Not enough parking facilities 


Ilustration 7. 
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Illustration 8. An ‘inefficient’ street 
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Illustration 9. Many “inadequate” bridges. 
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1916, defined and amended in 1921, and since then The act sets up a partnership between the Federal 
has been responsible for the greatest highway develop- Government and the states. Under it, the Federal 
ment the world has ever seen. Government recognizes its constitutional obligation 
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Illustration 10. Federal-aid highway apportionments and construction put in place, January 1, 1940, to 
July 1, 1953 
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Illustration 11. Capital outlay reaches all-time high, inflation shrinks dollar value (in billions of dollars) 
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to take care of the postal routes, general welfare, routes, the awarding of the contracts, and so forth. 
and defense, but leaves to the states their complete In short, each state retains complete sovereignty over 
right to the initiation of projects, the selection of its road program. Under this development, the most 
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Illustration 13. 
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Carry only 14% of 
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IIlustration 14. Rural Road Usage 
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Source: U. S. Bureau of Public Roads 


FEBRUARY, 1954 73 


Illustration 15. The federal-aid highway system 
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IIlustration 16. 
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Illustration 17. Mission Valley Interchange, San Diego County, California (Photograph courtesy California 
State Department of Public Works} ; 
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important requirement is that roads, when built, must 
be maintained by states. 

Without any diversion or dispersion, we have con- 
centrated our efforts on this system. Federal Aid 
funds have always been dedicated to a limited per- 
centage of the principal roads of our nation, with the 
provision that these highways be free facilities. Fed- 
eral Aid funds, however, have never been grants in 
the usual sense of that term. Authorizations are ap- 
portioned among the states by set formulas and 
matched by the states. After a state carries out 
the construction, the federal funds are paid in the 
form of reimbursement on the approved Federal Aid 
projects. 

Selected out from the total federal aid system 
are the most important roads in the United States, 
the interstate system—that strategic network which 
links together every major city and center of popu- 
lation in the United States and which, when improved 
to the 40,000 miles authorized by the Federal Aid 
Highway Act of 1944, will carry about 20% of all our 


rural traffic. The system is portrayed in Illustration 
16, which also depicts the mileage of roads where the 
greatest cost will be found because of the density of 
the movement over them. It has been estimated by 
a government commission that $11 billion will be 
required to bring this system of roads to the necessary 
standards. This figure is based on 1948 costs, and at 
a rate of improvement covering ten years. These are 
the roads which are the most attractive from the 
standpoint of toll-road financing, because the toll is 
possible only in those places where the greatest 
traffic is found. According to a recent study of the 
Bureau of Public Roads, there are only 10,000 miles 
of roads in the United States today which carry 5,000 
or more vehicles a day—the figure of 5,000 being 
taken as an arbitrary break-point on the question of 
whether or not the road would be a profitable toll 
operation. 

Out of that 10,000 miles, at least 2,000 miles are 
found on the western coast, where the decision of the 
public has been against toll roads. Of the remainder, 


w 


Illustration 18. Eastshore Freeway, Alameda Count i i i | 
P Y, California—tlooking northerly showing Davi 
interchange. (Photograph courtesy California State Department of Public Works) ( Sine Sia 
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Illustration 19. A section of the New York Thruway—"the most modern of all our highway 
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developments... 
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there are a large number of the roads which are stubs 
in the metropolitan areas and are not available for 
toll-road improvement because of their short lengths. 
At the very most, in the judgment of those who have 
studied this problem, 6,000 to 7,000 miles are all that 
are available for toll-road treatment, and the bond 
houses, so I am told, say that 4,000 miles fits more 
closely to the mark. These estimates may be some- 
what increased, of course, by further sharp gains in 
traffic volume. But, even so, it would thus seem 
that toll roads cannot be an answer to the major 
highway problem of our country. 

These next three illustrations are simply an effort 
to indicate one of the major approaches to a very 
limited problem. Illustration 18 shows a four-lane, 
divided, limited-access highway in the Great Bay Re- 
gion out near San Francisco. Illustration 17 is a photo- 
graph of a fully developed modern highway in a rural 
area—the Mission Valley interchange in San Diego 
County, California. Illustration 19 pictures a section 
of the New York Thruway, the most modern of all our 
highway developments in the United States today. 
It is six-lane, divided for its entire length by a wide 
medial strip, and completely segregated from all cross 
traffic. 

These highways are by no means the answer to 
the total problem, but they are the solution in highly 
and densely populated areas. In full use, we would 
often see only a few vehicles at a time. Their capacity, 
which is much greater than ordinary streets, results 
in almost a disappearance of the traffic. They will 
handle at least five times, and sometimes eight times, 
as much an hour as the normal intersected city street. 

Finally, we know that modern highways are safer. 
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Illustration 20. Modern highways are safer. (All rates per 100 million vehicle miles. 


lane, not divided, no access control. 
Virginia State Highway Department) 


INJURY RATE 
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Ilustration 20 depicts some of the results of a recent 
study by the Virginia State Highway Department. 
This study showed that the fatality rate on a section 
of the Shirley Highway, a modern, four-lane divided 
facility with full control of access, was only one 
fourth of the rate on U. S. 1, a four-lane undivided 
highway with no control of access. The injury rate 
and the accident rate also are much Jower on the 
Shirley. Safer highways, of course, contribute greatly 
to the reduction in the excessive costs we are now 
paying for inadequate highways. The analysis cov- 
ered an eighteen-mile section of the Shirley and a 
parallel 13.3-mile section of U. S. 1. 

For those who are looking to the future, the Paley 
commission estimates that by 1975 we will have 
85-million automobiles and trucks operating over the 
streets and highways of the United States. Our 
organization has made detailed studies at the request 
of the public officials of nine states and we can con- 
firm that prediction. Unless there is some extra- 
ordinary change in our general economic outlook, we 
can look forward to a very large development. Mean- 
while, it is estimated in a careful study by the Auto- 
mobile Manufacturers Association that we are losing 
at least $3 billion a year in excessive charges for 
traffic deaths and accidents, wear and tear on vehicles, 
and delay. 

What I am saying, then, is that, in the light of the 
great deficiencies and needs which exist now, what 
we need on this subject is action—immediate action— 
and on a very large scale. The longer the delay, the 
more inefficient our highway transportation system 
must become, and the greater must be the excessive 
costs. 
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Shirley Highway—four-lane, divided, controlled access. Courtesy 
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lll. Major Issues of Highway Finance 


By Richard M. Zettel 
Institute of Transportation and Traffic Engineering, University of California (Berkeley) 


O SIMPLE panacea to our highway financing 

problems appears in the offing. The “crisis” in 
highway financing has been widely publicized in re- 
cent years. But impressive arrays of statistics, grim 
stories of highway accidents, staggering estimates of 
economic losses have not brought forth a positive 
program of action. Certainly the American people 
know the situation. If they have not learned it from 
tables and charts, they know it from personal experi- 
ence. Every motorist knows the frustration and in- 
convenience, the accident exposure, and the waste 
of time and money for which our inadequate and 
obsolescent highway plant is responsible. 

Highway inadequacy is a matter of common knowl- 
edge. The basic reasons are virtually beyond dispute. 
The tremendous growth of motor-vehicle ownership 
and use—about 65% since 1940—and the great infla- 
tion of highway costs—over 100% since 1940—have 
only to be mentioned to be understood. And to these 
causes of inadequacy must be added the changing con- 
cept of adequate highway design. Modern concepts 
involving control of access, freeway development, and 
other features—in terms of cost but also, fortunately, 
in terms of potential benefits—dwarf previous stand- 
ards of highway construction. 


NEED FOR ACTION 


With the facts known and widely publicized, many 
people ask quite naturally, and without intending to 
embarrass anybody: “Why aren’t we getting the 
highways we need? And the more publicity given 
to the facts the more often the question is heard. 
Unfortunately, there is little agreement on details of 
an action program among the very people who are 
most actively promoting more rapid highway im- 
provement. More than publicity is needed to lick 
the highway problem. What is needed is an action 
program, developed and supported by strong leader- 
ship, particularly by the leaders of business and in- 
dustry. 

Highway financing boils down to a problem of im- 
mense capital formation at a time when we have full 
employment, continuing requirements for huge dec- 
fense programs, and a widespread demand for reduc- 
tion of government expenditures. 

I venture the guess that lack of better perspective 
on highway affairs is in large measure responsible for 
our failure to develop and carry out basic policies 
which would be prudent economic practice under the 
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circumstances. Many people who deal with highway 
affairs regard them as important political problems 
but have only the vaguest grasp of the economic im- 
plications. Perhaps as many others understand the 
economic aspects of the highway problem but have 
not the faintest notion of how to effect a political 
solution. Somehow the two groups must be brought 
into concert if an effective program is to be evolved. 


HIGHWAY PERSPECTIVE 


Highways must of necessity be provided by gov- 
ernment, but their provision should not be regarded 
as a matter of political largess. Personal whims or 
individual desires are not logical bases for the pro- 
vision of highways. For highways are not end prod- 
ucts. They are but one part—and a comparatively 
minor part—of the total effort to provide efficient 
highway transportation service, the major part of 
which is supplied by private enterprise. 

The highway problem is more than a matter of in- 
direct and passing concern to American business and 
industry. It is an integral part of a larger problem 
which vitally affects an appreciable segment of the 
American economy. When we deal with highway 
problems, we are concerned with the production of 
6 million or so motor vehicles a year, and all the iron 
and steel and other raw materials that go into them. 
We are concerned with one out of six businesses, with 
one out of seven employees, with about $40 billion 
of retail sales, including over 40 billion gallons of gaso- 
line. We are talking about railroad freight revenues 
from direct transportation of vehicles, and about 
truck operations involving 13% of all ton-miles of 
intercity freight movement. Owen aptly said: “Auto- 
motive transportation is the end product of America’s 
greatest combination of economic activities.”? 

What needs emphasis in the present setting, then, 
is the relationship between the motor vehicle and the 
highway, which together give us transportation 
service. We strive constantly to improve the design 
and quality of our motor vehicles and fuels, even while 
we complacently allow our highways to detcriorate 
to the point where our vehicles become instruments of 
personal frustration and economic waste. But when 
increased highway expenditures are proposed, we 
speculate as to whether the people can afford them, 
even while we make every effort to sell more vehicles 
and fuel of higher quality, with scarcely a question as 
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As the Author Sees It 


The basic federal issue is the development of a 
national highway policy. If the Federal Govern- 
ment is to play a dominant role in highway financing, 
appropriations should be increased substantially, for- 
mulas for apportionment of funds should be revised 
and a highway-user tax system should be developed. 


Consideration should also be given to the use of fed- 
eral credit to provide additional funds for highways 
immediately, with a pledge for repayment from future 
user-tax collections. 

On the other hand, if the federal role is to be re- 
stricted, the Federal Government should abandon its 
motor-fuel taxes, so that the states may more readily 
augment their highway revenues. As an alternative, 
a plan to allow credit for added state taxes against 
the federal fuel taxes deserves exploration. 


to whether the public has the ability to pay the bill. 

An appreciation of the interdependence of the 
vehicle and the highway will lead to a more rational 
approach to the problems of highway finance. We 
begin to view the highway problem as one of eco- 
nomics rather than of politics. In this light, we 
may look upon the provision of highways as some- 
thing quite different from many other functions of 
government. Government is directly supplying that 
portion of a total service that cannot be provided any 
other way. And failure by government adequately to 
meet the highway needs directly affects the usefulness 
of the products of the motor-vehicle, petroleum, steel, 
trucking, and a host of other industries. Such failure 
will eventually have an adverse effect upon sales. 

The danger of buyers’ resistance arising from in- 
creasing costs of vehicle operation, and time con- 
sumed, and accidents on inadequate highways is 
something American industry cannot ignore. As a 
matter of fact, observation of these increasing costs 
has led to the suggestion that highway pricing policy 
be deliberately designed to cut down vehicle use in 
order to relieve congestion. Proposals along this line 
are likely to attract considerably more attention if 
highway conditions are permitted to worsen. 

One implication of the relationship between high- 
ways and vehicles is that highway users’ primary in- 
terests lie in total transportation costs rather than 
in highway costs. The magnitude of highway expen- 
ditures needs evaluation in relation to total expendi- 
tures for highway transportation. The burden of taxes 
for highway support should be weighed against the 
total costs of vehicle ownership and use. 


OVER-ALL HIGHWAY FINANCE 


It is not easy to generalize about the system of 
highway financing in this country today. In fact, gen- 


eralization may be dangerous, for it tends to over- 
simplify the problem. As in many other governmental 
affairs, we are faced with a complex problem of inter- 
governmental fiscal relationships. All units of gov- 
ernment are involved, but the situations vary con- 
siderably among the states. Over-all statistics show 
that about $5 billion was expended on highways in 
1952. Total revenues for highways were about $4.7 
billion, of which $500 million, or 11%, was supplied by 
the Federal Government; $3 billion, or 64%, by the 
states; and $1.2 billion, or 25%, by local governments. 
It is significant that the Federal Government’s regu- 
lar participation has increased $320 million, or 157%, 
since 1940; the state governments’ participation, $1.8 
billion, or 166%; and local governments’, $546 million, 
or 87%. The declining importance of local support of 
the highway plant is apparent. 

We might examine for a moment another trend dis- 
cernible from the over-all statistics on highway expen- 
ditures. Total expenditures in 1940 were equivalent 
to 2.31% of the gross national product. By 1952, they 
had declined to 1.44% of the product. Yet it has been 
observed that the volume of vehicle travel has closely 
paralleled the national product. The fact is that, 
despite great increases in highway expenditures, we 
are devoting a lesser share of our economic endeavor 
to highways now than we did in prewar years. Had 
the same proportion gone into highways in 1952 as 
in 1940, total expenditures would have been $8 bil- 
lion instead of $5 billion, a figure which would proba- 
bly come close to meeting our annual requirements. 

The situation can be illustrated in another way. A 
recent publication indicates that total highway ex- 
penditures, in terms of constant dollars, are just now 
reaching pre-World War II levels. But these figures 
do not take into account the growth in vehicle popu- 
lation. Actually, in terms of constant 1941 dollars 
we expended on highways only $46 per vehicle in 1952 
as compared with $73 in 1940. Had expenditures per 
vehicle merely kept pace with increases in highway 
costs, we would have expended about 60% more in 
1952 than we actually did, or $8 billion instead of $5 
billion. Figures such as these indicate that we can 
meet the highway challenge if we set our minds to it. 


LOCAL HIGHWAY FINANCE 


We have observed that expenditures of money 
raised locally have increased only slightly since 1940. 
On the other hand, state and federal aid to local gov- 
ernments for roads and streets has increased mate- 
rially. Highway economists and many others are 
agreed that local or general taxpayers have a responsi- 
bility to support the local road and street systems. 
Many people decry what they call dispersion, by 
which they mean the excessive use of special tax rev- 
enues collected from highway users for roads and 
streets carrying little traffic and generating little rev- 
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enue in comparison with the costs involved. Disper- 
sion violates basic principles of user taxation, but we 
cannot recapture for the main traffic arteries any sig- 
nificant amounts of funds now being dispersed. Per- 
haps the most that can be hoped for is that additional 
funds raised by the state and federal governments be 
concentrated on routes of major traffic importance. 


STATE HIGHWAY FINANCE 


During the motor-vehicle age, the state govern- 
ments have assumed the responsibility for construct- 
ing and maintaining the major highways. With minor 
exceptions the Federal Government does not engage 
directly in road building and maintenance. In keep- 
ing with their proprietorship of the nation’s highways, 
the states have taken the lead in developing rational 
systems of highway-user taxation based upon the 
principle that those who benefit directly from high- 
way use should meet the costs. The states have at- 
tempted, and to a considerable extent have succeeded, 
in managing their highway plants as self-supporting 
business enterprises. This makes it feasible to price 
highways in accordance with sound economic prin- 
ciple and also to maintain neutrality among compet- 
ing transportation agencies by imposing charges 
which offset the subsidies which would otherwise 
accrue to motor carriers. 


Highway User Taxes 


The special state imposts on highway users, as re- 
ported by the United States Bureau of Public Roads, 
produced about $3 billion in 1952. Of this amount, 
the taxes on motor fuels produced almost $2 billion. 
Motor-vehicle license fees produced a little more than 
a billion dollars, and special motor-carrier taxes $63 
million. Of these total sums, $2 billion was used for 
state highways and related purposes, and $820 million 
was allocated to local governments for roads and 
streets. The Bureau reports that $203 million was 
used for nonhighway purposes, but of this it might be 
argued that at least $75 million was so used legiti- 
mately even under an antidiversion policy, since the 
revenues were in lieu of other general taxes. 

The mainstay of the states’ user tax systems is the 
gasoline tax, which is imposed on the theory that fuel 
consumption is a reasonable measure of highway use 
and hence of highway benefit. The tax is well suited 
to effective and economical administration. However, 
the gasoline tax is regressive in terms of vehicle sizes 
and weights and appears not to compensate for spe- 
cial costs involved in providing highways for larger 
vehicles; hence, all states impose vehicle taxes to sup- 
plement the gasoline tax and round out their user tax 
systems. 

There is great diversity in the rates as well as the 
measures of these supplemental taxes. The large bulk 
of the revenue comes from annual taxes, paid at the 
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time of vehicle registration, which are graduated 
according to some measure of vehicle capacity or 
weight. A recent development is the adoption of 
comprehensive weight-distance taxes on heavy com- 
mercial vehicles in Oregon, New York, and Ohio. 
Revenue from this kind of taxation is not likely to 
play a major role in the over-all highway financing 
drama, at least for some time. 

Total state highway user imposts have increased 
from $1.3 billion in 1940 to just about $3 billion in 
1952. A large part of the increase is attributable, 
however, to increased motor-vehicle ownership and 
use, which of course is one of the prime causes of our 
present highway inadequacy. To illustrate, the taxes 
per motor vehicle have increased from $41 in 1940 to 
$59 in 1952, an increase of 42% as compared with the 
133% increase in total revenues. 

Taking fuel taxes alone, the weighted average state- 
tax rate per gallon was 3.99 cents in 1940 and 4.83 
cents in 1952, an increase of only 22%. 


Conclusions from State Averages 


Unfortunately, we cannot draw many conclusions 
from nationwide averages when dealing with state 
highway finance. For example, state fuel-tax rates 
range from 8 cents to 7 cents a gallon, with twenty 
states having rates of 6 cents or more and twenty- 
eight having rates of less than 6 cents. Moreover, the 
states have not been equally responsive to postwar 
highway needs. For example, thirteen states have 
the same gas tax rates as were in effect in 1940, includ- 
ing such large and populous states as New York and 
Texas. Of the thirty-five that now have higher gal- 
lonage rates than in 1940, the rates in twenty-one 
states are just 1 cent higher. In percentages, in addi- 
tion to the thirteen states that have no higher rates, 
eighteen have increased rates 25% or less. Only sev- 
enteen states have increased fuel taxes more than 


As the Author Sees It 


If we can settle upon federal policy and then en- 
courage each of the states to develop a future pro- 
gram, the highway problem can be solved. Only 
money—big money—will solve the highway problem. 
And extraction of money from the American public 
will be painful, whether it is done by taxes or tolls, 
pay as we go or pay as we use, whether we pay to the 


Federal Government, to the states, or to local govern- 
ments. But a nation that can afford to operate 54- 
million motor vehicles more than a half-trillion miles 
a year can afford an adequate highway plant. Indeed, 
if the cost relationships between the vehicle and the 
road and the economic losses incurred on.an ineffi- 
cient plant are properly evaluated, it is clear that the 
people cannot afford not to have adequate highways. 
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25%, and only California has increased its tax rate 
as much as 83 cents per gallon, which represents a 
100% increase over the rate of the prewar years. 


Individual Analysis Required 


If we embrace the proposition that the states should 
continue to bear the primary responsibility for high- 
way financing, the crux of the problem lies in the 
ability of the states to increase highway-user taxes 
and the willingness of their residents to pay them. 

A necessary prelude to action in any state is a 
study of its highway needs and revenue structure, as 
well as other economic circumstances which bear on 
the problem. Where such studies have been made the 
facts indicated that highway revenues should be in- 
creased, and in most cases the legislatures acted 
accordingly. California has had two such studies and 
in each case the highway program was accelerated. 

The increases in taxes that have been made in 
various states, in so far as can be ascertained, have 
not had an adverse effect on motor-vehicle ownership 
and use. Apparently the demand for motor-vehicle 
fuel is quite inelastic. Part of the explanation may lie 
in the analysis of total transportation costs. For ex- 
ample, if a state with a 5-cent tax were to raise it to 
7 cents, the tax increase would be 40%, but the in- 
crease in costs of operating an automobile might be 
about 2% at the most, or between 0.10 and 0.13 cents 
a mile. In this connection, it might be observed that 
motorists willingly pay about 1 cent a mile to operate 
on turnpikes, which, in equivalent terms, amounts to 
an additional fuel tax of from 15 to 20 cents a gallon. 

ther tentative observations might be made, pend- 
ing actual analysis in each of the states. For example, 
there does not seem to be any correlation between 
the volume of highway use and fuel consumption on 
the one hand, and user-tax rates on the other. An 
increase in fuel-tax rates and in other user taxes in 
those states whose rates are below the national aver- 
age appears to be entirely feasible. Certainly those 
states that have not made any increases in fuel-tax 
rates since 1940 ought to be able to raise considerably 
more money for highways, if the needs exist. In 
many others, upward adjustments may be warranted. 
The people can hardly expect to buy quality high- 
way service in the 1950’s at prices that prevailed in 
the 1930’s in view of current cost levels. Few goods 
and services have increased in price as little as the 
prices of highway service in most sections of the 
country. Motor vehicles and gasoline have increased 
much more rapidly. 

Conceding that individual studies are needed, there 
appears to be untapped capacity for increased finan- 
cing at state levels. Manv people are quick to assume 
that present methods of highway finance have failed 
dismally and urge drastic remedies, of one kind or 
another, particularly by the Federal Government. 


To attack the basic highway financing problem at 
the state level may appear to be a painfully slow 
operation in the face of a critical situation. But 
other approaches are also fraught with difficulty and 
peril. To speed up the solution action might be taken 
to stimulate the necessary state studies, and explore 
the feasibility of establishing a national study project 
to analyze the highway revenue structures of each 
state and to make forecasts for the future. There 
is a striking similarity of analysis and findings in 
financial studies already made in some of the states. 
If a national approach proved feasible it would save 
a lot of delay and waste motion. 

The obvious peril of this approach would be that it 
might be interpreted as an infringement of the pre- 
rogatives of state governments. For this reason, it 
would be preferable to have such a study privately 
sponsored if possible rather than conducted directly 
by an agency of the Federal Government. Coopera- 
tion, as well as the confidence, of state officials would 
have to be inspired by making the motives and objec- 
tives perfectly clear. No attempt should be made to 
formulate specific recommendations for any state. 
The aim should be to present the basic analytic 
issues of highway finance in such manner that, in 
conjunction with engineering facts as developed by 
studies of the type made by the Automotive Safety 
Foundation, a sound program could be developed 
by the responsible citizens of the state and their legis- 
lative representatives. 


Dangers of Generalization 


Perhaps the greatest hazard of such an approach 
sponsored at the national level would be a tendency to 
generalize for all the states when conditions among 
them differ. A great deal is heard about state diver- 
sion of highway-user taxes to nonhighway purposes. 
Now diversion is a violation of the principles upon 
which highway-user taxation is bottomed, but the 
publicity given to the issue has led many people to 
believe that putting a stop to diversion would solve 
the highway problem. Only a few states are divert- 
ing any significant amounts; the highway problem is 
by no means confined to these few states. 

Another issue of highwav finance about which there 
is much loose talk is the truck tax problem. Unfor- 
tunately, the bitterness brewed in the conflict between 
the railroad and trucking industries sometimes blinds 
those whose interests are not so directly involved. 
The impression gets abroad that if the truck tax prob- 
lem were solved the highway problem would be 
solved. Although the issues cannot be lichtly dis- 
missed, neither should they be allowed to over- 
shadow other problems. 

Some states have truck taxation systems that 
appear to be quite adequate: others have systems quite 
the opposite. In any event, the search for certainty 
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in truck taxation has gone on for at least a quarter 
of a century, but there is no agreement on engineer- 
ing facts or economic concepts even among impartial 
students of the problem. Even a happy solution to 
the problem would not thereby solve the over-all high- 
way problems of the nation nor of any particular state. 

A third-issue that creates public confusion is the 
matter of toll financing. The debates between those 
who favor and those who oppose toll roads are indeed 
healthy, but the impression is often left that toll 
financing is a completely new, all-encompassing solu- 
tion to the highway financing problem. 

Actually, of course, even the most ardent, informed 
advocates of toll roads recognize (1) that their use is 
limited to relatively few major highways; (2) that 
each case presents its own particular problems; (3) 
that conditions among the states vary so greatly that 
what may prove appropriate in one state is not prac- 
ticable in another; and (4) that, in relation to the 
entire highway plant or even the limited interstate 
highway system of 40,000 miles, the most liberal use 
of toll financing will barely touch the problem. 

Moreover, many supporters of toll roads ground 
their case not on any asserted superiority of this 
method of financing, but on the fact that traditional 
methods have not been adjusted for one reason or an- 
other to meet today’s requirements. While the possi- 
bilities of toll financing are not to be overlooked, 
neither should the public be deceived into the notion 
that the miracle drug has been found, that here is 
the painless, taxless cure to our highway ills. 


FEDERAL HIGHWAY FINANCE 


In one way, the issues here should be the simplest, 
for we are dealing with only one government. It 
would seem possible to develop a single rational policy. 

Yet here it appears that we have no policy at all. 
If we do, it is a hybrid that is neither fish nor fowl. 
We have justified federal aid programs on the basis 
of limited national objectives but have extended the 
character and amounts of federal aid beyond these 
objectives. We have not developed a federal high- 
way-user tax system; yet we are imposing excises on 
motor-vehicle fuels and products that can hardly be 
justified on any other basis, and, in fact, have been 
considered in establishing the level of federal aid if 
not its distribution. The Federal Government has on 
several occasions given attention to the adequacy and 
balance of state highway-user taxation in efforts to 
evaluate the carrier subsidy question, but has itself 
ignored the subsidy question in its own tax and aid 
programs. 

Representatives of major interests are not at all 
in agreement as to appropriate federal policy. Some, 
as for example the Automobile Manufacturers Asso- 
ciation, want federal aid continued but the excise 
taxes on motor fuels and automobile products re- 
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pealed. The American Association of State Highway 
Officials wants substantial increases in federal aid 
and questions the advisability of repeal of the federal 
taxes. Yet, the state governors want a scaling back 
of federal aid and repeal of federal taxes on motor 
fuels. Robert Moses, in his essay for the General 
Motors Contest, suggests an increase in federal 
fuel taxes and a doubling of federal aid. The 
Hearst Plan for Better Roads calls for a substan- 
tial increase in federal aid for interstate highways. 
But the United States Chamber of Commerce last 
year recommended a reduction. The United States 
Bureau of the Budget in 1952 also recommended a 
reduced federal aid program. Yet the Congress in- 
creased the aid program. A listing of conflicting views 
could go on almost indefinitely. Moreover, conflicts 
of interest are not limited to the level of federal aid. 
Sides are also chosen regarding the proportions of aid 
for secondary roads, for primary systems, for urban 
extensions, and for the interstate system. 


Alternative Policies 


We are badly in need of a national highway policy 
consistent with the national transportation policy. 
Such a policy is needed not only as a guide to federal 
action, but also so that the states may develop plans 
accordingly. Two logical courses of action are open 
to us. The Federal Government can expand its role 
to take over primary responsibility for financing the 
major highways of the nation and perhaps even farm- 
to-market roads, and probably rationalize its program 
on general welfare considerations or contributions to 
the national defense. Or the Federal Government can 
restrict its role to the meeting of limited national 
objectives. We should understand the full implica- 
tions of either course of action. 

If the Federal Government is to play a dominant 
or even a more prominent role in highway financing, 
certain changes in fiscal practice are clearly required. 
First, it will be appropriate to develop a bona fide 
system of federal highway-user taxation in order to 
maintain neutrality among competing transportation 
agencies, as well as to properly apportion costs among 
highway beneficiaries. Such a user-tax system will 
have to duplicate in most respects the user-tax sys- 
tems of the states. Present excise taxes, even if they 
are conceded to be user taxes, will have to be aban- 
doned or drastically revised, for they bear little 
relationship to highway use or to the cost responsi- 
bilities of vehicles of various sizes and weights. 

Secondly, if the Federal Government is to play a 
major role in highway financing and develop a user- 
tax system, a revision of policy regarding the appor- 
tionment of funds among the states is needed. Funds 
collected from highway users in compensation for 
highway use ought to be expended upon the highways 
that benefit users most. This will involve a heavy 
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concentration of funds upon major traffic arteries, 
probably on the interstate system and on metro- 
politan arca freeways. 

It is perhaps unnecessary to suggest that such a 
program involves the risk of considerable domination 
of highway affairs by the Federal Government. 

There is irony in the fact that such a course of 
action should be considered. For the Federal Govern- 
ment itself has failed to follow sound principles of 
highway finance. One suspects that it is only the 
pressure for vast highway modernization programs 
and the need for tremendous sums of money rather 
than any soundly conceived notions of highway man- 
agement and finance that lends sanction to this course 
of action. Necessity here has not mothered invention; 
it has given birth to expediency. 

The second course of action available to us would 
require a reversal of current trends, even in the face 
of huge highway needs. Under this course of action, 
the role of the Federal Government would be re- 
stricted, perhaps gradually, to limited national ob- 
jectives which ought properly to be supported by 
the general tax system. Such limited objectives would 
include: (1) meeting requirements for roads in 
national parks and forests and on public lands; (2) 
providing for special or unusual military require- 
ments; and (3) providing funds to promote inter- 
state commerce only to the extent of giving equaliza- 
tion aid to states of large area and low population or 
tax resources. It might be necessary politically, and 
might have beneficial effect, to continue a restricted 
federal aid program for all the states. 

The basis of this course of action would be recogni- 
tion of the fact that the states have proved to be 
effective units of highway management and that in 
general they have the ability to shoulder the primary 
responsibility for highway financing. It would also 
be recognition of the facts so well described by Dear- 
ing in these words: “ . highway transportation 
creates its major economic and social values in rela- 
tively short radius operations. The by-product is a 
physical plant which permits unimpeded national 
movement. Under these circumstances state and 
local administration is inherently better adapted than 
national control to the task of providing highways at 
the rate, in the location, and of the type demanded 
by the main users.””! 

If this course of action were followed, the rationale 
for continuance of federal excise taxes on motor fuels 
and vehicle products on the ground of federal highway 
policy would disappear. There would be no need to 
develop a federal user-tax system, duplicating the 
state systems. The limited federal aid program would 
be an appropriate burden of general taxation. The 
arguments propounded by the state governors that 
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the Federal Government abandon motor-fuel taxation 
would have effective force. 

Upposition of the American Association of State 
Hignway Officials and others to this second course 
of action apparently stems from the thought that less 
money would be available for highways, even though 
the Federal Government abandoned motor-fuel tax- 
ation, for there would be no guarantee that the states 
would impose additional user taxes. It is difficult to 
accept this thinking. , In the first place, there is no 
direct linkage now between federal excise taxes and 
federal aid. But even if federal aid programs were 
cut back with repeal of the federal fuel taxes, the 
states should meet less opposition to user-tax increases 
than they now face, if their highway needs are suffi- 
ciently acute to demand action. The one danger of 
consequence to be guarded against if the states in- 
creased fuel taxes after repeal of the federal taxes 
would be dispersion of the revenue over all roads and 
streets rather than concentration on major arteries. 

Quite obviously, it will be no easy matter to get 
agreement on one or the other of the two policies the 
Federal Government might logically follow on high- 
way affairs. For example, at a recent meeting in 
Pittsburgh, press reports indicate an even split oc- 
curred over federal highway policy among four mem- 
bers of the Congress, all significantly members of the 
same political party. 

If, after considered judgment, there is wide agree- 
ment that restriction of federal aid and immediate 
abandonment of federal fuel taxes would retard rather 
than promote highway modernization, I would sug- 
gest exploration of an alternative plan that I have not 
seen developed elsewhere. 


An Interim Program 


This plan would provide for continuation of the 
federal fuel taxes but would allow, as a credit against 
the federal taxes, increases in state fuel taxes made 
after a given date. If this device were used, it may be 
assumed that all the states would increase their fuel 
taxes by 2 cents per gallon. State revenues for high- 
ways would be increased by approximately a billion 
dollars a year without any increases in direct taxes 
on highway users, and the revenues would be avail- 
able in the states in which they were generated. After 
a time, the Federal Government could repeal its tax, 
and the states could adjust their taxes in the light of 
highway conditions then existing. 

The Federal Government should, of course, con- 
tinue a limited aid program to fulfil the legitimate 
national responsibilities which I described earlier. 
Although there might be some question of federal 
dictation, it would also seem appropriate to require 
that revenues from state taxes for which credit was 
allowed be devoted to major highway purposes, per- 
haps even limited to the interstate system. 
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“Basically, with dividends, we do not op- 
erate on any fixed percentage of earnings, 
but try to arrive at a total amount for the 
year which we deem to be fair. This, in 
some periods, has necessarily been tempered 


by the cash requirements of long-time ex- 
pansion or capital programs and what per- 
centage is to be raised through debt or 
equity financing and the amount to be gen- 


erated internally, with due regard to such 
things as depreciation, amortization, and 
total anticipated earnings. We consider 
stability of the rate and continuity of pay- 
ment as far more important than the abso- 
lute size of a particular dividend, and have, 
therefore, on occasion followed the policy 
of paying extra dividends for a period be- 
fore raising the regular rate." 


DIVIDEND TARGETS: CONTINUITY AND STABLE RATE 


r | THE WORDS quoted above, written by the 
chairman of a paper company, sum up prevail- 
ing policies on dividends of the 163 manufactur- 

ing companies cooperating in this month’s Conference 

Board survey of business practices. In deciding upon 

a specific dividend rate, most companies place pri- 

mary emphasis upon continuity and stability of rate 

as opposed to the absolute size of the dividend. It 
is generally agreed that it is unwise to pass a dividend 
or to reduce it. 


A MARGIN OF SAFETY 


Therefore, companies generally allow themselves a 
margin of safety when setting dividend rates, in order 
to compensate for expected fluctuations in earnings. 
On this point, a chemical producer typically states: 


“Generally, we think the size of the dividends should 
be determined by what can be safely paid in good times 
and bad, based on a belief that stockholders prefer con- 
tinuous payments above all else. This policy would tend 
to keep the rate low, but the situation can be remedied 
by extras when profits are unusually high.” 


Similarly, the president of a cement company writes: 


“In the normal cycle of business it is to be expected 
that there will be periods of high earnings and periods of 
low earnings. Therefore, the payment of excessively high 
dividends in high earning periods exaggerates the difference 
between the dividend payments in a low earning period. 
This could also work adversely upon the average stock- 
holder whose purchase of securities is to obtain a regular 
stable income.” 


Some companies stress continuity even when sta- 
bility of rate is unattainable. For example, a machine- 
tool company reports that it is not able to control 
the size of the dividends or the stability of the rate 
because of the highly cyclical nature of its business, 
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but it does “believe in continuity of payment.” Con- 
tinuity of payment becomes a matter of real pride 
with some companies that have been paying divi- 
dends without interruption for many decades. 


DIVIDEND MUST BE "REASONABLE" 


But despite a conservative approach to the pay- 
ment of dividends, most companies agree that stock- 
holders must be paid a “reasonable” return on their 
investment. Typically, a chemical producer states: 


“We have given a considerable amount of thought to the 
long-range effect of high dividends vs. high-retained earn- 
ings on the potential growth of the company. While 
growth is very important, it cannot be obtained at the 
sacrifice of too low a dividend. The objective must be 
to provide a reasonable dividend and reasonable dividend 


stability within a pattern that provides for reasonable 
growth.” 


It is further pointed out that failure to maintain 
an adequate rate of return will have a depressing 
effect on the market value of a company’s securities 
and make it difficult for the company to obtain addi- 
tional equity funds should its growth require them. A 
petroleum company writes: 


“We will have to raise more equity capital in the finan- 
cial markets in years ahead and therefore believe it is 
in the company’s best long-term interest to pay a dividend 
which provides a reasonable return to attract long-term 
investment.” 


“Reasonable” is defined in different ways by 
cooperating companies. One paper company makes 
an attempt to pay dividends which give share- 
holders a 5% return on book value, and a chemi- 
cal company believes that “the minimum dividend 
should be one half of earnings and from there on up- 
wards, depending on needs of the business for expan- 
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sion, replacement of facilities and margin of safety.” 
Others define “reasonable” as “the cost of money at 
the time,” and some consider as “reasonable” a rate 
which would induce further investment in the com- 
pany. 
FIFTY-FIFTY SPLIT MOST COMMON 


Because of the factors which must be considered 
in declaring dividends, few companies cooperating in 
this survey have a practice of paying out a fixed 
percentage of net earnings each year. Many, how- 
ever, have a rough rule of thumb as to what they 
consider a desirable payment. Others find that the 
policy they follow with respect to dividend payments 
results, quite coincidentally, in a fairly fixed relation- 
ship between dividends and earnings. 

Approximately one third of the 163 companies re- 
port on the relationship between their dividends and 
earnings. Slightly more than half indicate that over 
the years earnings are about evenly divided between 
dividends and retained earnings. 

The dividend-earnings ratio of the remaining com- 
panies is generally lower, but in a minority of in- 
stances as much as two thirds, three fourths, and in 
one or two cases 80%, has been paid out. 

A food company whose dividends run in the neigh- 
borhood of two thirds of the amount earned explains 
its liberal policy as follows: “Dividends have more 
effect on market prices and, therefore, on the availa- 
bility of new capital than do undistributed earnings. 
It seems desirable to distribute relatively high divi- 
dends in the years immediately preceding expected 
sales of new common stock.” 

Some of the smaller companies paying high divi- 
dends do so because of Section 102, “prohibiting un- 
reasonable retention of earnings.” Generally these 
companies would prefer to make smaller payments. 


WHICH SHOULD BE HIGHER? 

"It has always been our opinion that high retained 
earnings are more desirable than high dividends, con- 
sidering their long-range effect on the growth of our 
company.” In these words, the president of one manu- 
facturing company states the prevailing view of the 
majority of cooperating companies that have given 
thought to the long-range implications of a high- 
dividend vs. a high-retained-earnings policy. 

A large number of companies cite the importance 
of retained earnings as a factor in their growth. Par- 
ticularly in smaller companies, as one president puts 
it: “It is essential to retain earnings to provide the 
basis for growth since outside financing is not easily 
available.” 

While some cooperating companies suggest that a 
policy of high dividend pay-out might be acceptable 
for static industries, most, like the vice president of 
a machinery company, “are convinced that the reten- 


tion of a high percentage of earnings is the most sat- 
isfactory means of providing additional capital re- 
quired to finance a growing business.” 

Statements of cooperating executives strongly re- 
flect their belief that the matter of “first importance 
is to keep the company sound and efficient. When 
this has been accomplished, the owners should have 
their reward.” But this is not a self-centered attitude 
since most expressing this view go on to state that in 
their opinion such a policy is in the best interest of the 
stockholders. For example, a petroleum company 
writes: 


“In general, it is our feeling that high dividends are not 
in the best interests of the stockholders provided there is 
an opportunity for favorable reinvestment of funds in 
the business. A reasonable dividend rate is desirable for 
the stockholders, but as a rule stockholders do not expect 
exceptionally high rates and much prefer to have the com- 
pany grow and expand its earnings possibilities than to 
have high dividends.” 


Other executives regard a conservative dividend 
policy as beneficial to stockholders because “it pro- 
vides a stronger basis for future earning power,” be- 
cause “the stockholders are in a better position and 
the market value of the stock is steadier if the re- 
tained earnings are on the high side until such time 
as the company is in a strong cash position,” and 
because “the continued employment of individuals at 
a fair rate of pay and the keeping of the company on 
a competitive basis so far as costs are concerned are 
more of a protection for the stockholders than the 
continuation of high dividends.” 

Of course, as one company points out: “It can be 
argued that expansion from retained earnings is at the 
expense of the current stockholders with the benefit 
accruing to future stockholders.” For that reason, the 
treasurer of this company thinks that “a policy of 
high payments is sound provided a sufficient backlog 
of earned surplus has been built up to carry the 
company over periods of low earnings.” 

This leads to the question of whether the stock- 
holder would prefer to see his investment in the cor- 
poration increase in value and be realized as a capital 
gain, or would prefer to enjoy the fruits of his invest- 
ment as current income. The president of an auto- 
motive equipment company reflects the thinking of 
many cooperators when he writes: 


“We have stockholders who are interested in long-term 
capital gains and others who want regular dividend pay- 
ments. We think our policy of hitting somewhere near 
to a 50% pay-out of net profit annually is a well-calculated 
middle ground.” 


As another company points out, because of the in- 
crease in the number of people who are dependent 
upon dividends for retirement income and because of 
the growth of investment trusts, perhaps greater at- 
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tention will have to be paid to the maintenance of an 
adequate income return on stock investments. 


STOCK DIVIDENDS 


Many companies cooperating in this survey have 
from time to time used stock dividends. Such com- 
panies have found that “stock dividends are desirable 
and useful in specific cases when conservation of cash 
is necessary or when it is desired to make a substan- 
tial distribution of surplus.” 

One steel fabricator has followed a practice of pay- 
ing a cash dividend which represents a relatively low 
percentage of its earnings and supplementing these 
payments with stock dividends from time to time. It 
cites several reasons for this policy: 


© The need for additional working capital to meet ex- 
pansion and inflation requirements 


@ The desire to retain sufficient cash or its equivalent 
to permit payment of the same cash dividend even in 
a year when earnings are low 


e The advantage of broadening the market for our 
stock by increasing the number of shares outstanding 


However, some companies definitely do not favor 
stock dividends. One oil company, for example, writes: 


“Stock dividends are a substitute for raising funds by 
direct sale of stock in the market. If such a dividend is 
a substitute for a cash dividend, some shareholders are 
inconvenienced if not penalized. From the company’s 
viewpoint, use of stock dividends may be an easy way to 
raise money but where shareholders are dependent on 
cash income the stock dividend is open to criticism.” 


Another oil company notes: 


“We are aware of the fact that more of our stock is 
going into the hands of individuals who are dependent 
upon current income to cover their cost of living. For 
this reason, they are more interested in a cash dividend, 
and we believe that a stock dividend is not a reasonable 
substitute for cash for many stockholders.” 


And the chairman of the board of a steel company 
states: “I do not favor this because all the stock- 
holder gets is some additional paper. His equity in 
the company does not change.” 

Actually even companies that do pay stock divi- 
dends recognize their possible shortcomings, and some 
believe that the conservation of cash is the only 
reason justifying a stock dividend. Further, stock 
dividends are more favorably looked upon as supple- 
ments to cash dividends than as substitutes. One 
company, which has paid stock dividends for several 
years and is extremely well pleased with the practice, 
reports: 

“We do not think that cash dividends should be cut for 
stock dividends, but that stock dividends should supple- 
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ment the regular cash dividends to the extent that earnings 
support a higher dividend. We feel that high retained 
earnings are preferable to high cash dividends, particularly 
when the cash dividends are supplemented with stock 
dividends.” 


There is a general feeling, too, among those com- 
panies making stock declarations that stock dividends 
should not be declared unless future earnings will 
warrant the continuation of the usual dividend rate 
on the broader base. The president of an office equip- 
ment company, for example, states: “Our policy has 
been to only declare a stock dividend when we felt we 
could continue to pay the same dollar rate per share 
on the new stock as on the old.” 

On the other hand, a manufacturer of office equip- 
ment, who has paid several stock dividends in lieu of 
cash, reports: 


“It is to the advantage of many of our stockholders 
that only small cash dividends are paid, since they are 
taxable at high rates.” 


Another company that favors stock dividends does 
so in the belief that “the stock certificate is tangible 
evidence of the stockholder’s participation in the 
current earnings retained in the business and has a 
psychological value important in maintaining good 
share-holder relations.” 

A few companies report utilizing stock dividends 
from time to time in lieu of cash dividends in an effort 
to keep the market price per share of their stock 
within a preferred range. Although several com- 
panies had considered this solution, most of those 
reporting on this point have split their stocks rather 
than declare frequent small stock dividends. 


FREQUENCY OF PAYMENTS 


With few exceptions, companies pay dividends on 
a quarterly basis. The few who do not follow this 
practice generally pay on a semiannual or annual 
basis. There are only two instances in which com- 
panies make monthly payments. Year-end “extras” 
are a common means of increasing dividends in years 
with heavy earnings. 

Companies report that quarterly payments have 
advantages both to the company and to the stock- 
holders. From the company’s point of view, quar- 
terly payments provide management with an oppor- 
tunity to reappraise at frequent intervals the various 
factors which affect dividend policy. As a machin- 
ery producer writes: 


“Our dividends are paid quarterly because our budgets 
and other management controls are on a quarterly basis. 
We get a leveling effect in the three-month period and 
a truer picture of the trend of operations.” 


Quarterly payments also serve to distribute cash 
requirements over the year. Some companies believe 
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the advantages of more frequent payments would not 
be worth the added cost. 
A chemical company writes: 


“The quarterly basis provides regular income to stock- 
holders without the large amount of work which would be 
required for monthly payments.” 


From the viewpoint of the stockholder, the merit of 
quarterly payments is that they distribute his income 
over the year. Several executives hold that this is 
important, particularly for those stockholders who 
depend to a large degree upon dividend payments. 
A few companies indicate that the timing of their 
quarterly payments follows the pattern of tax instal- 
ments due from individuals so that the money will 
arrive when it is most needed. Several other com- 
panies also indicate they are attempting to shift their 
quarterly payments so that they will reach stock- 
holders a few days prior to income-tax due dates. 


STOCKHOLDER REACTION 


While it is generally agreed that stockholders would 
always like larger dividends, stockholders register so 
few complaints that most companies surveyed believe 
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their present dividend policies are well received. An 
increase in the number and a reduction in the turn- 
over of stockholders, plus a high return of proxy 
statements, are looked upon as favorable signs sup- 
porting this viewpoint. As a result, cooperating com- 
panies are not planning any major changes in divi- 
dend policy. ' 

Perhaps a paper company executive summarizes 
this viewpoint best: 


“We do not actually know how satisfied our stockhold- 
ers are with our present practices. They do not complain; 
neither do they cheer. The turnover of the stock is low. 
We are under the impression that they would be happy if 
dividends were higher and more frequent, but we have 
nothing more substantial on which to base this than 
casual and occasional conversations.” 


But in the mind of at least one company president, 
there is no doubt. He says with complete candor: 


“Our stockholders are presently not satisfied—dividends 
are not being paid.” 
Joun H. Warson, III 
S. Crark THompson 
Division of Business Practices 


FORECASTS 


General 


The Journal of Commerce (January 11)—‘Prospects 
are that the year 1954 will turn out to be nearly as good as 
1953, even if not many new highs are likely to be written 
into the country’s economic record book. 

“The new Federal Reserve Board index of industrial pro- 
duction is not likely to break through 120... . 


“The first quarter promises to be good. The . . . index 
will average only a shade under 130 for the first three 
months. It may even turn out a shade higher. 

“Toward the end of the second quarter weakness could 
reappear, dragging the level of industrial production down 
to a second quarter average of perhaps 125. 

“At that time we would expect the activation of the 
administration’s anti-recession program. That should result 
in the prevention of further declines in the third quarter.” 


The Wall Street Journal (January 18)—“How many 
United States workers will be out of jobs before the end of 
1954? 

“Maybe as few as 2.2 million, a shade above today’s job- 
less total. Perhaps as many as 5 million, which would be 
the highest unemployment figure since 1941. 


“You can take your pick of these extremes or settle 
on an average figure of 3.5 million, and still be in good 


company. A Wall Street Journal country-wide check of 
economists in industry, labor unions, universities and gov- 
ernment agencies shows that the majority at least agrees 
that unemployment will rise considerably above 3 million 
persons this year... . 

“The unemployment projections mirror the general belief 
among the economic soothsayers that American business is 
well into a period of ‘downward adjustment’ from the record 
levels of the past few years. The nation’s total output of 
goods and services last year (the gross national product) 
set a new high of $367 billion. 

“Many economists think this level of production will go 
down by perhaps 4% to 5% in 1954.” 

A. W. Zelomek, president, International Statistical Bu- 
reau, Inc. (in an address before the American Marketing 
Association, December 16, 1958)—“The present moderate 
decline in general business should continue through about 
the first six months of 1954, perhaps even through the 
third quarter of 1954. It is almost certain to be reversed 
by the last quarter of 1954. 

“Even during the months of the decline, the consumer 
position will remain strong. While total production, based 
on the Federal Reserve Board index, and gross national 
product or expenditures will average moderately lower for 


(Continued on page 95) 


BUSINESS RECORD 


120 


Number of Dwelling Units Started 


TOTAL $953 


IN THOUSANDS 
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887 eastern states 8338 centers 


4End of month 


*Average of Wednesday figures 
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J E M A OM a; J A S 0) N 1952 1953 
Source: Bureau of Labor Statistics 
1958 1952 Percentage Change 
Item Unit Latest Month | Latest Month 
Decemberp November October December over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production total (S) (R)......... 1947-49 = 100 128 130 132 133 -1.5 -3.8 
Durableyzoods:(S) CR Yrec owes cos <0: 1947-49 = 100 144 146 151 152 -1.4 -5.3 
Nondurable goods (S) (R)................ 1947-49 = 100 115 116 117 118 -0.9 -2.5 
Mareraisx(S) (Ci ousedeeeeet ot ase eso 1947-49 = 100 113 113 |r 114 117 0 -3.4 

Consumer durables (S)!................... 1947-49 = 100 n.a. 12357 132 134a -6.8 =8.2 

IWinchiimGCOO1Stteskoerontouciowactt ozs Saves centeens 1945-47 = 100 $03.1 |r 320.2 348.4 355.0 -5.3 -14.6 

Construction contracts awarded, residential*|| million dollars 434 484 635 439 |} -10.3 -1.1 

Construction contracts awarded, other®. .... million dollars 866 910 1,258 1,029 4.8 -15.8 

Retatlisaless(S))2 407s eae eas oa whe aoe million dollars 14,100 |r 14,192 |r 14,040 14,410 -0.6 -2.2 

Retail inventories (S) (R)4................ million dollars n.a. 22,439 |r 22,720 21,540a) -1.2 +4.2 

Department store sales (S)................ 1947-49 = 100 113 112 110 115 +0.9 -1.7 

Department store inventories (S)4.......... 1947-49 = 100 n.a 127 128 122q) -0.8 +4.1 

Manufacturing sales (S) (R)............... million dollars n.a. |r 24,559 |r 24,990 24,27 1al| -1.7 +1.2 

Manufacturing inventories (S) (R)*........ million dollars n.a. |r 46,721 |r 47,044 43,885al| -0.7 +6.5 

Manufacturing new orders (S) (R)......... million dollars n.a. |r 21,748 |r 22,154 23,254a) -1.8 -6.5 

Manufacturing unfilled orders (R)‘......... million dollars n.a. |r 60,606 |r 63,626 75,4414 —4.7 -19.7 

Carloadings, total’....................0-- thousand cars 590 |r 701 804 664 -15.8 -11.1 

Carloadings, miscellaneous®................ thousand cars 313 357 396 343 || -12.3 -8.7 

Prices, Wages, Employment— 

Basic commodity prices®.................. 1947-49 = 100 88.5 87.4 86.4 90.4 +1.3 -2.1 

Wholesale commodity prices, all........... 1947-49 = 100 110.1 109.8 110.2 109.6 +0.3 +0.5 
LNSEETS so, Ce a Ee. EON RN aa 1947-49 = 100 94.5 93.6 95.3 99.2 +1.0 4.7 
ncustrialer wae a ns ee See 1947-49 = 100 114.6 114.5 114.6 112.9 +0.1 +1.5 
Consumers’ price index.................. 1947-49 = 100 114.9 115.0 115.4 114.1 -0.1 +0.7 
Farm parity price ratio.................. 1910-14 =100 91 90 91 96 +1.1 -5.2 
Non-agricultural employment............. thousands 55,326 55,274 55,083 55,812 +0.1 -0.9 
inenrplovanientt: cs igeacrciatheiatersye io, cee 40 thousands 1,850 1,428 1,162 1,412 +29.6 +31.0 
Factory employment.................... thousands 13,067 |r 13,326 |r 13,635 13,699 -1.9 —4.6 
Average weekly hours worked, manuf’ing. . || number 40.1 }r 40.0 40.3 41.7 +0.3 -3.8 
Average hourly earnings, manufacturing. ..|| dollars 1.793 | yee Ls 1.78 1.73 0 +3.5 
Personal income (S)’.............00020005 billion dollars n.a 284.5 |r 287.2 277. 2a -0.9 +2.6 

Finance and Government— 

Bank debits, outside New York City®....... million dollars 67,663 60,169 63,835 66,845 +12.5 +1.2 

[Business loans’. oo oe oss cas ogee es ads million dollars 23,217 23,309 23,190 23,352 —0.4 -0.6 

Consumer instalment credit outstanding‘. ..|/ million dollars n.a 21,586 21,486 17,961 +0.5 +20.2 

Privately held money supply!..............- billion dollars n.a 197.4 197.3 191.6a +0.1 +3.0 

Federal budget receipts................-.- million dollars 5,183 4,695 2,659 6,003 +10.4 -13.7 

Federal budget expenditures............... million dollars 6,387 5,423 5,477 7,124 +17.8 -10.3 

Defense expenditures...................-. million dollars 4,233 3,869 4,104 4,528 || +9.4 -6.5 

Federal budget surplus or deficit, cumulative"! million dollars -9,061 -7,857 -7,129 —9,293 || * 

S Adjusted for seasonal variation tAverage weekl l0From July 1 to end of month indicated aNovember, 1952 
1Qutput of major consumer durables 6Average of 22 daily spot market prices pPreliminary n.a.Not available 
*Shipments 7Annual rate rRevised 


R Revised series. For earlier data, see Federal Reserve Bulletin, December, 1953 
(Industrial Production) and Survey of Current Business, December, 1953 and 
January, 1954 


Sources: Association of American Railroads; Bureau of Agricultural Economies; Bureau of Labor Statistica; Department of Commerce; F. W. Dodge Corp.; Federal Reserve; 
National Machine Too] Builders Association; Treasury Department; Tas ConFmREncr Boarp 
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CASTING UP THE BALANCE 
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billion. Farm real estate has fallen in value and livestock prices have dropped some 15% since early 1952. 
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HOW MUCH MORE WELFARE ? 


RESIDENT EISENHOWER’s social security 
Pp message to Congress on January 14 calls atten- 

tion to the many proposals advanced in recent 
months to revise our federal program of income main- 
tenance for the aged. Extending coverage of old-age 
and survivors’ insurance (OASI) to some 10-million 
persons now excluded emerges, however, as the one 
major point of agreement. 

This was the first of the President’s six recommen- 
dations on OASI. It has the support of Representative 
Carl T. Curtis, chairman of the House Subcom- 
mittee on Social Security, the Chamber of Commerce, 
a life insurance joint committee, as well as organized 
labor and the Democratic members of Congress. 

There is no such concurrence on his five other OASI 
recommendations which deal with liberalizing the re- 
tirement test, raising benefit amounts, increasing the 
earnings base for taxes and benefits, revising the con- 
cept of “average monthly wage” for benefit compu- 
tation purposes, and “freezing” periods of disability 
in calculating benefits. Nor is his suggestion for a 
new formula for federal public assistance grants to 
the states likely to receive widespread approval.! 


UNDERLYING PHILOSOPHY 


President Eisenhower’s proposals would bring our 
nation further along the paths charted by the Social 
Security Act of 1935. They reaffirm the dual insur- 
ance-assistance approach. Chief reliance for economic 
security in old age remains on a federal retirement 
system, with funds derived from employer and em- 
ployee payroll contributions, and benefits related to 
past wages. And federal-state public assistance is 
continued for needy individuals without insurance 
protection or whose retirement benefits are insufti- 
cient to meet living requirements. 

A somewhat different approach is suggested by the 
Chamber of Commerce of the United States and the 
Chairman of the House Subcommittee on Social 
Security Carl T. Curtis. Their proposals would ma- 
ture the OASI system immediately by blanketing into 
the insurance program, at a flat benefit, all the re- 
tired aged now excluded. At the same time, they 
would withdraw federal aid completely from public 
assistance programs. Congressman Curtis recently 


Immediately after the social security message was delivered, 
Chairman Daniel A. Reed, Ways and Means Committee, House of 
Representatives, introduced two bills (H.R. 7199 and 7200) to im- 
plement the President’s recommendations. The provisions of these 
bills are referred to in this article as the Administration’s program. 
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introduced a bill, H.R. 6863, to accomplish these ends. 

A Joint Committee on Social Security of the Ameri- 
can Life Convention and the Life Insurance Associ- 
ation of America recently concluded, after extensive 
study of existing legislation and proposals, that the 
dual approach is preferable to any currently pro- 
posed alternative. This group warns, however, of 
the dangers of overexpansion in social security and 
would like the Federal Government to discontinue 
grants to states for OAA as soon as possible. The 
faults organized labor or the liberal Democrats will 
be able to find with the President’s recommendations 
will have to do with degree. Their quarrel will not be 
with the basic approach but with the specifics of 
benefit levels, taxable wage base, types of benefits, 
etc. President Meany of the AFL has already made 
this sort of criticism and it is implied in the omnibus 
social security bill (S.2260) introduced on July 1, 
1953, by Senator Lehman. 


RESERVES vs. PAY AS YOU GO 


An important aspect of the President’s message is 
its implied continuance of modified-reserve financing. 
The 2% of taxable payroll currently levied on em- 
ployers and employees would rise under H.R. 7199 in 
stages to an eventual 314% each from 1970 on. This 
would mean a further buildup of the trust fund for 
many years to come—to an estimated $85 billion 
about the year 2000. 

Both the Chamber of Commerce and the Life In- 
surance Joint Committee prefer to see this tax sched- 
ule replaced by a pay-as-you-go levy, retaining the 
present trust fund of some $19 billion as a “cushion.”? 
Specifically, the Joint Committee recommends the 
adoption of “an automatic OASI tax-rate formula 
which would produce tax income each year approxi- 
mately equal to estimated benefit payments for the 
year; the OASIT trust fund then would not increase 
substantially beyond its current level.” 

A brief description of the six OASI recommenda- 
tions by the President follow, with a word or two as 
to how they contrast with views of the groups men- 
tioned here. 


BROADENING OASI COVERAGE 
Reiterating his recommendation to Congress last 
August 1, the President asks that new groups, in- 


For a more detailed discussion of the financing issue see “Social 
Security Reappraised,” in The Business Record for June, 1953. 
Reprints of this article are available on request. 
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cluding about 10 million persons, should be covered. 
These comprise self-employed farmers, many more 
farm workers and domestic workers, doctors, dentists, 
lawyers, architects, accountants, and other self-em- 
ployed professional people; members of state and local 
voluntary retirement systems and several smaller 
groups. 

There is practically unanimity on this recommen- 
dation, except that the Life Insurance Joint Com- 
mittee asks that consideration be given to the wishes 
of those groups that do not desire such coverage. 


LIBERALIZING RETIREMENT TEST 


At present, eligible persons aged seventy-five or 
over may receive OASI benefits no matter how much 
income they earn in addition to their benefits. But 
otherwise eligible persons aged sixty-five to seventy- 
four lose their eligibility for benefits for any month 
in which their earnings in covered employment ex- 
ceed $75. The limit for covered self-employment is 
$900 a year, and may be averaged over the year. 

President Eisenhower would change the retirement 
test, or work clause, in three respects. He would (1) 
allow wage earners to compute the limitation on an 
annual basis as the self-employed now do; (2) in- 
crease the amount of earnings permitted both the 
employed and self-employed from $75 a month and 
$900 a year, to $1,000 a year; and (3) provide a 
gradual reduction of benefits as earnings exceed the 
permitted amount by deducting only one month’s 
benefit for each additional $80 earned. 

A beneficiary could take a $200-a-month job for 
five months without losing any benefits, whereas now 
he would lose benefits for each of those five months. 
Or he could work throughout the year at $90 a 
month and lose only one month’s benefit, whereas 
now he would lose all twelve. In fact, he could earn 
$1,880 before all his benefits would be withheld. 

The Life Insurance Joint Committee, while oppos- 
ing any increase in the work clause, suggested putting 
it on the basis of an annual sliding scale. And the 
illustration chosen to demonstrate how this would 
work shows their suggestion to be as generous as the 
President’s. An additional recommendation made by 
the Joint Committee would make the retirement test 
applicable to all employment and self-employment, 
both inside and outside the United States, rather 
than just to that which is covered by the system. 

Senator Lehman’s bill, $.2260, would increase the 
work-clause limitation to $100 a month from covered 
employment, with no mention of the other changes. 


INCREASING OAS! BENEFITS 


Today, the minimum OAST benefit is $25 a month 
for a retired individual, $37.50 for an aged couple, and 
the maximum is $85 and $127.50 for these beneficiary 
groups, respectively. Under the Administration’s 
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plan, persons already receiving benefits would have 
them increased to the following amounts in October: 
minimum—$30 for an individual and $45 for a couple; 
maximum—$98.50 for an individual and $147.75 for a 
couple. The average rise in monthly benefits, which 
currently average $50, would be $6 to $7. 

For workers who retire in the future, benefits would 
be computed under a new formula effective next 
January 1. The present benefit formula—based on a 
total taxable payroll of $3,600 a year, or $300 a 
month—is 55% of the first $100 of average monthly 
income and 15% of the next $200. The proposed 
formula—which would be based on a taxable payroll 
of $4,200 a year, or $350 a month—would be 55% of 
the first $110 of average monthly income and 20% of 
the next $240. This formula would yield maximum 
monthly old-age benefits of $108.50 for an individual, 
$162.75 for a couple. Maximum family benefits 
would be $190 instead of the present $168.75 limit. 

No change in benefit levels was suggested by the 
Chamber of Commerce except that the same mimi- 
mum amount should apply to every “single” aged 
beneficiary whether it be the retired worker himself 
or the surviving spouse or parent. Congressman 
Curtis would raise the minimum for these groups to 
$45 a month, but his bill also calls for no other benefit 
changes. Any increase in the present level is opposed 
by the Life Insurance Joint Committee, as current 
benefits are “considered entirely adequate to furnish 
basic protection.” 

Senator Lehman would increase the minimum to 
$35, and raise to $6,000 a year, or $500 a month, the 
amount of income to which benefits are related. The 
benefit formula specified in $.2260 is 55% of the first 
$100 of average monthly income and 20% of the next 
$400. The benefit amount would be further increased 
by restoration of the increment of 144% for each year 
of work in covered employment—which had been re- 
moved under the 1950 amendments—and by provid- 
ing delayed retirement credit of 2% for each year 
that the individual postpones his retirement beyond 
the time that he could draw benefits. Excluding de- 
layed retirement credit, the maximum old-age benefit 
for an individual would be $141.80 after ten years of 
coverage, $162 after forty years. 


PROVIDING MORE BENEFIT CREDITS 


The President believes that an upward revision is 
required in the taxable earnings base “to maintain a 
reasonable relationship between the worker’s benefits 
and his earnings.” He suggests that it be raised from 
$3,600 to $4,200 both for the calculation of benefits 
as outlined in the preceding recommendations, and for 
levying payroll taxes. The base was $3,000 when the 
law was first passed, and was increased to $3,600 
under the 1950 amendments. 

Mr. Curtis would retain the $3,600 base but would 
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require all individuals (except those paying civil 
service and railroad retirement) to pay the social 
security tax regardless of their source of income; 1.e., 
even if their income were solely from investments or 
rent. The Life Insurance Joint Committee opposes 
any increase, while Senator Lehman would boost the 
earnings base to $6,000 under S.2260. Their argu- 
ments are reminiscent of the discussion preceding 
the passage of the 1950 amendments. A base of 
$3,600 was a compromise at that time between those 
who wished to retain the $3,000 base, and those who 
wished to raise it to $4,800. 

By increasing the base to $6,000 says Senator 
Lehman, all the annual earnings of about 96% of the 
contributors would be creditable for benefits purposes 
and the relationship that existed in 1939 would be 
restored. (In 1939, 97% of all covered workers had 
covered earnings of less than $3,000.) Such a change, 
according to Mr. Lehman, also recognizes the need for 
a more adequate replacement of earnings in middle- 
income brackets than the present law provides. 

The Joint Committee’s reasons for opposing an in- 
crease are that it would not add to the benefits of 
persons earning $3,600 or less and hence would be of 
little value in serving to provide a basic floor of pro- 
tection. In its opinion, “repeatedly increasing the 
tax and benefit limit would tend to convert OASI into 
a sort of national pension plan, which would gradu- 
ally replace voluntary pension plans and other forms 
of personal savings.” 


COMPUTING BENEFITS 


Under present provisions, a person’s average 
monthly wage, the amount on which his benefit is 
computed, takes into account his entire working life- 
time. Months marked by abnormally low wages, or 
none at all owing to illness or unemployment, may 
depress the average. To offset this, the President 
recommended that the four years in which earnings 
were lowest—or were nonexistent—be disregarded in 
the average monthly wage calculation. Without an- 
other “new start” as provided in the 1950 amend- 
ments, a provision of this sort is needed to put the new 
entrants on the same footing as those previously 
covered. 

Senator Lehman’s bill would go a good deal further 
than the President by taking into account only the 
workers’ best ten consecutive years of covered earn- 
ings. Exclusion of a limited period of low earnings 
or noncoverage from the OASI average monthly wage 
computation is approved by the life insurance groups, 
but the proposals which would base benefits on the 
individuals’ best ten years of coverage are opposed. 


PROTECTING THE DISABLED 


One of the injustices in the present law, according 
to President Eisenhower, is its failure to make secure 


the benefit rights of the worker who becomes totally 
disabled before reaching age sixty-five. To correct 
this, he recommends “freezing” the insured status of 
a worker who has a substantial work record in cov- 
ered employment and who becomes totally disabled 
for an extended period. Then when the worker 
reaches age sixty-five, his benefit would be the same 
amount it would have been had he retired on the 
date his disability began. Hand in hand with this 
would go an improved program of vocational re- 
habilitation. 

This is not the first time that a “waiver-of-OASI- 
tax” disability protection has been advocated. In 
fact, a temporary and inoperative provision for it 
was incorporated in the 1952 amendments." 

The Lehman omnibus bill provides not only an 
insurance status freeze for periods of total disability, 
but adds besides a whole new category of social insur- 
ance—benefits to the totally disabled. For, in the 
Senator’s opinion, the most serious gap in the social 
insurance system today is lack of protection against 
long-term disability. 

The waiver of OASI tax during disability is re- 
garded as undesirable by the Life Insurance Joint 
Committee. Such a provision, it argues, would neces- 
sarily require, for adjudicating the fact of disability, 
the creation of administrative machinery the cost of 
which would be large compared to the value of the 
benefits provided through it, and the existence of 
which would be a direct argument for cash disability 
benefits. The Joint Committee is opposed to the 
addition of total disability benefits to the OASI 
system, contending that state public-assistance pro- 
grams afford the best means of protecting the disabled 
against want. 


PUBLIC ASSISTANCE STAND 


A new grant-in-aid formula for public assistance 
was recommended by the President to go into effect 
when the states have had an opportunity to plan for 
it. Until then, he calls for extension of the 1952 
amendments. The new formula would incorporate two 
new features—it would take into account the financial 
capacity of the states to support their public assist- 
ance programs by adopting, as a measure of that 
capacity, their per capita income; and it would put 
the present $55 maximum on an average rather than 
on an individual basis, enabling the states to balance 
high payments in cases of acute need against low pay- 
ments where the need is relatively minor. 

As mentioned earlier, both the Chamber of Com- 
merce and Representative Curtis propose total with- 
drawal of federal funds from the public assistance 
program immediately upon extending minimum pro- 
tection to the groups now excluded from OASI. The 


1See “Government Welfare Pa ts Boosted,” in The r 
Record, September, 1952. he oo in Business 
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Life Insurance Joint Committee would see this with- 
drawal accomplished gradually, with the first step 
being a return to the 1950 grant formula. Other 
measures it believes should be enacted, pending com- 
plete discontinuance of federal aid, are (1) computing 
grants on an individual-recipient basis; and (2) off- 
setting any OASI benefits of old-age assistance recipi- 
ents against their OAA federal grants. 

Variable matching grants, related to a state’s per 
capita income, have long been proposed by the Social 
Security Administration for the public assistance 
programs, as has the switch from an individual to an 
average maximum. 

The President’s recommendations will be among 
the dozens of proposed changes considered by the 
Ways and Means Committee of the House of Repre- 
sentatives when it conducts a full-scale investigation 
into our social security program during this session 
of Congress. 

Miriam Civic 
Division of Business Economics 


BUSINESS FORECASTS 


(Continued from page 88) 


1954 than for 1953, personal income will stay about the 
same, and disposable income (that is, personal income after 
taxes) will be slightly higher. 


“Total consumer spending will not go down with the pro- 
duction index. But the emphasis of consumer spending 
may shift slightly, with more going for services and frac- 
tionally less for goods, slightly less for durable goods and 
slightly more for nondurable goods like food, apparel, 
gasoline.” 

Don G. Mitchell, chairman of the board, Sylvania Elec- 
tric Products, Inc. (as reported in Retailing Daily, January 
12) —“‘The year 1954 will be second only to record-breaking 
1953, and will represent simply the temporary slowing down 
of a huge economic machine which has been racing at top 
speed too long for its own good.” 

The National City Bank of New York (Monthly Letter, 
January)—‘“A reasonable expectation is that industrial 
production will hold well in the early months of 1954 as 
automobile output picks up and the construction and 
capital goods industries fill what is still a good-sized de- 
mand for their products. . . . Construction and investment 
in capital goods provide formidable support for the economy, 
and it is seldom that total business activity has dropped off 
sharply when these two important segments have remained 
steady. Adding the demands of federal, state and local gov- 
ernments, which in the aggregate will probably show only 
minor change from 1953 levels, a good foundation for an- 
other busy year seems to exist.” 

National Association of Purchasing Agents’ business 
survey committee (as reported in The Commercial and 
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Financial Chronicle, December 24, 1953) —“Taking a look 
at 1954, purchasing executives seem to have more op- 
timism in the outlook than they have expressed in sev- 
eral months. By a little more than two to one, their es- 
timates are for industrial production and orders to halt 
the gradual decline and even strengthen somewhat begin- 
ning in the first quarter and going through most of the 
second quarter. No sharp upswing is indicated, but the 
predominant opinion is that business will be fairly good 
for the period, although below 1953. The approximately 
one third seeing a continuance of the decline consider there 
are further adjustments to be made, but with no depression 
in sight.” 

Theodore J. Kreps, Stanford University (estimates of 
1954 submitted in an address before the Los Angeles Cham- 
ber of Commerce, January 12) — 

1954 (in billions) 


Total gross national product..............s0++.-++.: $344 
Personal consumption expenditures.................. 222 
Gross private domestic investment................-. 43 
New plant and! equipmentss.c4.15-reeriee cei ac 24 
Inventories) scans sscsc teense Sere oe eee ee cere Q 
Government purchases of goods and services.......... 79 


Construction 


Engineering News-Record (January 7) —“How big a year 
is in store for heavy construction? 

“ENR has found at least a partial answer to this question 
in a new survey that indicates more work than in 1953— 
perhaps a good deal more than generally anticipated. 


“Reports from 435 consulting engineers and architects 
show 53% have more work on their drawing boards sched- 
uled for ’54 contracts than they had in ’53 at this time 
last year (31% had less; 13% about the same) . 

“Projects listed by the 435 firms add up to $2.4 billion— 
topping by 27% the dollar volume of the 53 work on the 
boards at the same time a year ago... . 

“While a 27% increase in dollar volume appears to be 
too much to assume for the whole industry, here, at least, 
is one explanation of why construction volume is now 
rolling at a higher rate than expected. It now looks like 
this momentum will carry over into 1954. 

“This cross section runs a littie high in the ratio of larger 
firms. It probably has considerable bias on the plus side.” 

Melvin H. Baker, National Gypsum Company Board 
Chairman (in Paper Mill News, January 2)—“The over-all 
construction activity in 1954 should be at a level of about 
$34 billion, making it the second best year in our nation’s 
history. 

“Private construction probably will be off as much as 
3%, but public construction shouldn’t drop more than 1%. 
If housing starts continue to come down, say to 975,000, 
additions and improvements will rise, nearly offsetting the 
decline in new home starts.” 


Consumption Expenditures 


Steel (January 11)—“One of the most important eco- 
nomic questions—what changes will consumers make in 
their buying pace and when?—will provide an answer for 
part of the production problem. Since consumers generally 
act less pessimistically than most businesses, it is highly 
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possible that personal consumption expenditures will decline 
as little as 2%—the lower level set by A. D. H. Kaplan of 
the Brookings Institution in a speech before the National 
Industrial Conference Board’s Economic Forum. 

“Helping to restrain the decline during the first half of the 
year will be the increased sales effort of many concerns. The 
now effective 10% reduction in personal income taxes, 
though partially canceled by the higher social security rates, 
will also rouse consumer interest. And so could price reduc- 
tions made possible by a decrease in net profit per item and 
offset by an increase in net profit after taxes—due to 
expiration of the excess-profits tax.” 


Automobiles 


The Wall Street Journal (January 18)—‘Most dealers 
think there will be a market for between 4.5 million and 
five million new cars this year, including the about 450,000 
new cars they have carried over from last year. The auto 
factories, meanwhile, plan to build between 5 million and 
5.5 million new autos in 1954.” 


Aircraft 


Admiral DeWitt C. Ramsey, U. S. N. (Ret.), president, 
Aircraft Industries Association (in The Commercial and 
Financial Chronicle (December 31, 1953)—“It is difficult 
to forecast the level of activity of the aircraft industry dur- 
ing 1954 with any degree of accuracy. For the first several 
months of the coming year it appears that unit production 
of military aircraft will remain at the present level—about 
1,000 planes per month—after which it will gradually taper 
off, although the rate of decline cannot be forecast at this 
time. . . . In all probability employment will not exceed 
775,000 and, beginning with the second quarter of the year, 
will gradually decline to some 725,000 by the year’s end. 
. . . Also in prospect for 1954 is a continued curtailment 
of the large scale subcontracting which marked the Korean 
War production expansion program. More and more work 
will be performed by the prime producers as their produc- 
tion rates are reduced.” 


Rubber 


H. E. Humphreys, Jr., president, United States Rubber 
Co. (in Paper Mill News, January 2)—“Another good year 
is ahead for the rubber industry. It will not be as good as 
record-smashing 1953. But compared with previous years, 
it will be a prosperous one for most people who have a stake 
in the industry. 

“Sales of the industry, estimated at $5.5 billion in 1953, 
may be 7% lower in 1954. 

“Tons of rubber consumed in 1954 are expected to be 
the second highest in history, down only 4% from the 
record 1,333,000 long tons converted into finished products 
in 1953.” 


Dividends 


Robert R. Rich (in The Commercial and Financial Chron- 
icle, December 24, 1953)—“Total dividend payments by 
United States corporations will increase next year despite 
a moderate decline in net earnings, according to a 1954 fore- 
cast by National Securities and Research Corporation. 


“In an analysis of the business outlook, the investment 
company’s research men predict a decline in corporate net 
earnings after taxes to about $19 billion for 1954 from 
about $20 billion this year, but they expect total dividend 
payments to rise to $9.6 billion from an estimated 1953 
pay-out of $9.5 billion. 

“Increased working capital, reduced inventories and 
moderate reductions in plant and equipment expenditures 
are among the reasons indicated for the more liberal divi- 
dend policy expected next year.” 


Appliances 


Retailing Daily (January 4)—“The most conservative 
estimates of 1954 sales for the appliance industry place the 
figure approximately 15% under 1953. For many com- 
panies, however, 1953 was a record year and for most others 
it was the second or third highest volume year in their 
history. By expending greater sales effort this year than 
in the past, the majority of the manufacturers feel that 
they can successfully buck the downward trend and con- 
tinue to ride the crest of very good appliance business.” 


Retailing 


The New York Times (January 8)—“Retailers are more 
optimistic about the outlook for their own business than 
they are for the economy as a whole. 


“In a survey of 250 stores made by the National Retail 
Dry Goods Association, 42% of department stores and 38% 
of apparel specialty stores looked for sales gains in the first 
half of this year over the good figures of the first six months 
of 1953. Only 4% expected an improvement in general 
business activity.” 


Foreign Investments 


August Maffry, vice-president, Irving Trust Company 
(in a paper presented at the annual meeting of the Ameri- 
can Economic Association, December 29, 1953) —“The 
amount and character of American direct investment abroad 
will presumably not be much different over the next period 
than its amount and character since the last war. The 
search for industrial raw materials in foreign countries will 
continue and entail a considerable annual volume of new 
investment. If the depletion of domestic resources proceeds 
according to official projections, this type of investment may 
be accelerated in the years ahead. So far, however, there 
is nothing in the historical data which could be construed as 
a trend. Investment in manufacturing facilities in foreign 
countries will also continue so long as foreign markets are 
fenced off by trade and exchange barters. There is no indi- 
cation here, either, of historical trend. It should be empha- 
sized, however, that the plowing back of earnings from a 
steadily growing aggregate of American direct investment 
abroad will insure substantial annual additions to the total.” 


Finance 


The Journal of Commerce (January 18)—‘New York’s 
leading banks see in the offing a .25% reduction in the prime 
rate charged business borrowers, but they differ in their 
predictions only in their timing. All agree it isn’t coming 
tomorrow. Some predict that if it does not come by March 
the present 314% rate may hold until June.” 
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